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N ECONOMIC DEVELOPMENT : THE CONTRASTING 


AY AND ADAM SMITH 


THE ROLE OF INDUSTRY I 
THEORIES OF FRANCOIS QUESN 


WALTER ELTIS! 1? 


The benefits from industrialization as seen by the great French 
Physiocrats and Adam Smith were immensely different. Francois 
Quesnay argued from 1759 onwards that the industrial sector of 
the economy was "sterile, and that state support for 
industrialization in France in the seventeenth century haa 
reduced population, eut Living standards and undermined 
government finances. Adam Smith insisted just seventeen years 
later in The Wealth of Nations that the benefits from the 
division of labour which could only be enjoyed in industry had 
already raised the standard of living of a British labourer above 
that of an African King. (pp.23-4) 

Quesnay and Smith both used rigorously formulated economic 
argument to arrive at these radically different results. What 
led Quesnay to his conclusion which astonished his contemporaries 
no less than subsequent generations of economists was a belief 
_ that industry as constituted in France in the seventeenth and 
. eighteenth centuries could make no kind of net contribution to 
the nation's tax revenues. Its 'net product' [produit net], or 


taxable capacity or economic Surplus was zero, which meant that 


at best, if its support cost the rest of society nothing, it 


snes 


(1) Walter Eltis is Economic Director of the National Economic 


Oxford. 


3 


could made no contribution to the military and welfare needs of 
the State. In less favourable circumstances where industry 
actually needed to be subsidized or protected, such diversions of 
real resources would impoverish the primary producing sector 
which provided the surpluses on which French governments relied. 
Smith too believed that agriculture had the potential to provide 
a vastly greater economic surplus than industry, but in his 
judgement the surplus industry offered was not zero. In 
addition, industry could be expected to provide external benefits 
of great importance to the whole economy through the productivity 
advances associated with the division of labour, though according 
to Smith, these would be maximized if industrial development was 
left to market forces. 

Virtually all subsequent economists have preferred Smith's 
analysis to Quesnay's, but there is an important line of argument 
in Quesnay which several developing countries have overlooked to 
their cost. This is the proposition that industry fails .to 
provide a taxable surplus comparable to that offered by 
agriculture. In twentieth century Argentina the agricultural 
surplus is equivalent to 80% of output, and the state has 
‘ prevented significant agricultural growth by diverting a high 
fraction of this ‘surpluses to the support of industries which 
cannot compete internationally. (2) In Pakistan the value-added 
LZ See Cavallo and Mundlak (1982) for estimates of the 
surpluses generated in Argentinian agriculture in the 1960s and 
the 1970s, the rates at which they were absorbed by the State, 


and the consequently low levels of agricultural investment and 


growth. 
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they allowed corporations with monopoly power to emerge by 


; ch licies were 
protecting their own countries’ industries. Su po 


prevalent throughout Europe and they had zilowed extremely 


profitable corporations to emerge. And it was also true that 


industrial innovators could sell at monopoly prices, but these 
would disappear as soon as others learned to make the same new 
products. In addition France's great jewellers and furniture 
makers of the ancien régime had temporary monopoly-rights over 
their distinguished products which allowed them to sell at home 
and overseas at very high prices which yielded financial 
surpluses. | 

Quesnay insisted that any taxable industrial and commercial 
profits which arose in these ways could only result from such 
elements of monopoly power, which had the unfortunate effect of 
diverting a fraction of the true Surpluses generated in the 
primary sector to wealthy industrial and commercial proprietors. 

The agricultural surplus is the excess of agricultural 
Output over the costs farmers must meet, and anything which 
reduces their expenses will increase the Surplus as Quesnay 


explains in the 'Dialogue on the Work of Artisans': 


we have to divide the reproduction generated by the 


cultivator into two portions, namely, the portion which 


Provides for his own Subsistence, and the. portion which is 


in excess of this Subsistence. Whence it follows that if it 


is ssi I 
possible, without detrimentally affecting the total 


reproduction, to cut down on the first portion 
’ 


the second 


For example, if we 
reproduction is 20, the 


Will be correspondingly increased. 


assume that the 
Cultivator's 
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expenses 10, and the surplus 10, then if the expenses can be 


cut down to 8 the surplus will be 12. (p.227[m]) 


The purchase of industrial goods required for the subsistence of 
labourers are a cost to agriculture. Quesnay explains in the 
Same article how tailors make clothing so that 'the husbandman is 
not obliged to leave his plough in order to work at making his 
clothing' and this saving of the husbandman's time increases ‘his 
Productive labour' and therefore the rate of surplus in 
agriculture (226[M]). Increasing the cost of manufactures as a 
result of protection or monopoly privileges, which permit the 
generation of industrial profits, will therefore reduce the rate 
of surplus in agriculture. Part of the agricultural surplus is 
in effect diverted to monopolist merchants or industrial 
producers. | 
The restrictions on Sartre Tess which make this. state of 
affairs possible divert ae of the agricultural surplus to 
industry or commerce, but the state cannot tax these de facto 
monopoly profits in the Same way as the revenue from the 
agricultural Rivets. for according to Quesnay in the 'Dialogue 


on Commerce', commercial traders: 


know how to keep their profits and protect them from 
taxation; thus their wealth like the traders themselves has 
no country; it is unknown, mobile, and dispersed throughout 
all the countries in which they have dealings, and their 
true wealth is so confused with debts, active and passive, 
that it is impossible to evaluate it or assess it for 


proportional taxation. If their merchandise is taxed, the 


XVI 
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These high farmers’ profits are pare or the 


expected to yield. 
ot the 50% of pure surplus or 


50% of agricultural costs and n 


produit net that accrues to landlords and the state. 


In industry in contrast there is no taxable surplus, and in 


conditions of perfect competition [concurrence libre]; "prices 


cover no more than wage and raw material costs. But the assumed 


wages of master craftsmen and the owners of manufacturing 


birsinesses -are set very high in relation to average living 
standards to enable their incomes to include an element of normal 
profit to cover risk, trouble and a reasonable return on their 
capital.(5)  Quesnay and Turgot after him took it for granted 
that the element of extra income of industrial proprietors. was 
not a taxable surplus, for they would gradually cease to 
manufacture if this element in their rewards was removed. 

It is an inevitable. consequence of these assumptions of 
Quesnay's that the financial needs of the state can only be met 
from the economy's primary producing sector, because only this 
yields taxable surpluses. But it was nonetheless a notable fact 
which all including Quesnay recognised that French industrialists 
and the merchant class that traded their goods often made vast 
fortunes. His insistence that industry and commerce could not 
a ee 


: 
(5) The evidence of the higher incomes = of industrial 


entrepreneurs is set out in Chapter 7 of Philosophie Rurale, and 
, 


Summarised in Eltis (1984), pp.12-13., Meek (1962) did not accept 
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Support the needs of the state, or finance economic growth and 
that their production was sterile therefore bewildered his 
contemporaries. These also noticed that manufacturing and 
commercial states like Venice and Holland had accumulated wealth 
and power, so how could it possibly be argued that agriculture 
provided the ultimate source of all wealth and of all net 
. government revenues? 

It has always been a mark of the greatest economic thinkers 
that they can dispute the underlying explanation of facts that 
are self-evident to the untutored, and Quesnay insisted that 
taxable industrial and commercial profits could only arise where 
businesses had managed to achieve elements of monopoly power. (6) 
This had arisen in Quesnay's Europe in a variety of ways. States 
frequently granted monopoly privileges to political supporters, 


or elise they sold future monopoly rights for current cash, or 


(6) Quesnay discusses the relationship between industrial and 
commercial profits, the degree of competition and the national 
interest in three important articles which he published in 1766 
ae the Journal d'Agriculture of which the Physiocrat, Du Pont de 
Nemours was then editor. These are, 'Répétition de la Question 
Proposée dans la "Gazette du Commerce" au Sujet du Bénéfice que 
la Fabrique des Bas de Soie Etablie aA Nimes Produit a la France', 
and the two dialogues between Monsieur H. (Quesnay pretending to 
be an intelligent critic of Physiocracy) and Monsieur N.(Quesnay 
the Physiocrat), ‘Du Commerce', and ‘Sur les Travaux des 
Artisans’. In the passages from these articles quoted below, [M] 
after a page reference signifies that a translation is by Ronald 


Meek, and [E] that the responsibility for a translation is mine. 
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with monopoly power to emerge by 


they allowed corporations :< 
Such policies were 


‘es' industries. 
protecting their own countries ind 


and they had cilowed extremely 


prevalent throughout Europe 


: e that 
profitable corporations to emerge. And “it was alee ere 


industrial innovators could sell at monopoly prices, but these 


would disappear as soon as others learned to make the same new 


ppeaguets. . In addition France's™great jewetiezs and furniture 


makers of the ancien régime had temporary monopoly-rights over 


their distinguished products which. allowed them to sell at home 


and overseas at very high prices which yielded financial 


surpluses. 


Quesnay insisted that any taxable industrial and commercial 
profits which arose in these ways could only result from such 
elements of monopoly power, which had the unfortunate effect of 
diverting a fraction of the true surpluses generated in the 
primary sector to wealthy industrial and commercial proprietors. 

fhe “agricultural -surplus: ‘is the excess of agricultural 
output over the costs farmers must meet, and anything which 
reduces their expenses will increase the surplus as Quesnay 


explains in the 'Dialogue on the Work of Artisans': 


we have to divide the reproduction generated by the 


Cultivator into two portions, namely, the portion which 


provides for his own Subsistence, and the. portion which is 


in excess of this subsistence. Whence it follows that if it 


1S possible, without detrimentally affecting the total 


reproduction, to cut down on the first portion 
’ 


the second 


will be correspondingly increased, For example if we 
’ 


is , 
ssume that the reproduction is 20, the cultivator's 
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expenses 10, and the surplus 10, then if the expenses can be 


cut down to 8 the surplus will be 12. (p.227[M] ) 


The purchase of industrial goods required for the subsistence of 
labourers are a cost to agriculture. Quesnay explains in the 
Same article how tailors make clothing so that 'the husbandman is 
not obliged to leave his plough in order to work at making his 
clothing' and this saving of the husbandman's time increases ‘his 
Productive labour' and therefore the rate of Surplus in 
agriculture (226[M]). Increasing the cost of manufactures as a 
result of protection or monopoly privileges, which permit the 
generation of industrial profits, will therefore reduce the rate 
of surplus in agriculture. Part of the agricultural surplus is 
in effect diverted to monopolist merchants or industrial 
producers. 
The restrictions on competition which make this state of 
affairs possible divert part of the agricultural surplus to 
industry or commerce, but the state cannot tax these de facto 
monopoly profits in the Same way as the revenue from the 
agricultural surplus, for according to Quesnay in the 'Dialogue 


on Commerce', commercial traders: 


know how to keep their profits and protect them from 
taxation; thus their wealth like the traders themselves has 
no country; it is unknown, mobile, and dispersed throughout 
all the countries in which they have dealings, and their 
eee wealth is so confused with debts, active and passive, 
that it is impossible to evaluate it or assess it for 


proportional taxation. If their merchandise is taxed, the 
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1 equally on domestic and foreign merchants 


eir sales and their purchases 


‘taxes will fal 


and both will ensure through th 


that the taxes fall on the nation (p.851[E]) 


Thus commercial capital is controlled by multinationals (to 


use a twentieth century. label) which are in effect untaxable, and 


it makes no difference whether these enterprises wii nominally : 
domestic or foreign. 

Profits of French companies are sometimes made at the 
- expense of foreign countries, but foreign companies will equally 
gain at the expense of France, as Quesnay explains in the 


'Dialogue on Commerce': 


Merchants transport and re-transport, and profit turn by 
turn in every country Pe | 

Commercial costs are always paid at the expense of 
producers, who who would benefit from the full price that 
purchasers pay if it were not for the expenses of 
intermediaries ... These costs, it is true, may increase the 
wealth of the traders who profit from them, but not at all 


those of the nations which mutually contribute them. Since, 


once again, the traders do not allow nations to share in 


their wealth, but they themselves share in the wealth of 


nations. (pp.835-6[E]) 


If governments cannot obtain tax revenues from industrial and 


Cc 

ee ee BOW hte Sele Spee City states financed? 

Quesnay argued in the 'Dialogue on Commerce’ that, ‘the watLER 

) i , Ss 

eS ee Cle Ce may have a large number of 1th 
wealthy 


ll 


merchants, but the State is always poor'.(p.829[E]) Holland is 
an apparent exception, but Quesnay insists that the Dutch 
Republic is not merely commercial, ‘tt is also necessary to 
envisage it as proprietor of a territory which produces much: of 
colonies whose produce is extremely profitable to it, and of seas 
where it obtains a large product through fishing'.(p.852[E]) 

If the state cannot tax industrial and commercial profits, 
it can at any rate borrow from wealthy producers and traders, but 
citi has obvious disadvantages as Quesnay makes clear in the 


"Dialogue on Commerce': 


to lend is not to give, and it does not even contribute to 
the needs of the State, and to borrow is no proof of wealth 
and power in a State ... If you say that it is at least a 
resource for a nation to have the power to borrow, you 
should also perceive that this ruinous resource is hardly to 
the advantage of the nation which provokes the usury of the 


lender. (p.826[E]) 


Since the industrial and commercial fortunes which arise from 
monopoly power and accrue at the expense of the agricultural 
Surplus are difficult to tax and dangerous to borrow, there is an 


overwhelming case for removing the privileges, and import and 
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(7) ft is 
export restrictions, which allowed them to emerge. | 


ion's 
argued powerfully in the 'Dialogue on Artisans” that - natl 
overwhelming interest is always: 


to extend commercial competition as far Age DOse tee ae 


It is only by means of absolute liberty of commerce 


that the number of domestic and foreign merchants can be 


multiplied, monopoly be made to si tee pees and burdensome 
costs reduced, nations be assured the highest possible 
prices in their sales, and the lowest possible prices in 
their purchases, and thus procure for themselves the most 
extensive and advantageous commerce they can hope 


for.(p.858[E]) 


This will have the added advantage of encouraging the growth of 


- agriculture, for: 


the highest possible price in the sale of your ppbdeetes and 
the lowest possikle price in the purchase of foreign produce 
will procure the greatest possible growth for —_— 
agriculture, which will then furnish you with the only true 


a n * ‘ 
d solid means to increase your commerce, your wealth and 


the enjoyment you derive from it. (p.842[E]) 


(7) Vaggi (1985) emphasises the Significance Quesnay attached to 


the merchan 
t class as an intermediary between agriculturalists 


and fin whi 
al consumers, hich exploits the Opportunities open t 
re) 


intermediaries with local 
monopoly power to qd 
eprive producers of 


some o ; 
Ff the real incomes that would Otherwi 
se accrue to them. 
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Once the ideal state of perfect competition in industry and 
commerce is actually attained, the calculations set out in the 
Tableau Economique show the precise relationship between the 
output and the rate of return achieved in the surplus-generating 
and state-financing primary producing sector, and the consequent 
demand for the products of the industrial and commercial sector 
that this idealised economy will actually be able to sustain. 

The question of the size of the economy's industrial and 
commercial sector in relation to the agricultural can be examined 
in two stages. The first and simplest is to examine the relative 
Size of the two sectors in static conditions, and this is found 
by examining their relative size when the Tableau Economique is 
in stationary state equilibrium. Using the results of the static 
Tableau as a starting point, the dynamic conditions which will 
produce industrial growth or decline can then be derived. 

Industry and commerce will provide employment for a 
considerable fraction of the population. The effective demand 
for their produce derives from landlords and the government who 
ted assumed to spend half their incomes on the products of 
industry and samnabees and farmers who are also assumed to spend 
half their incomes in the industrial and commercial sector. 
Quesnay shows that when the full inter-relationships of the 
oe Economique are set out and analysed, the aggregate demand 
for domestically produced industrial and commercial production 


will total 4(A+R), where A is farmers' total incomes (which also 
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igs... the 
equals total agricultural costs Or advances) and R 


: 8 ) 
agricultural surplus or produit net. ' 


. . 2 a 
If agricultural advances, A, yield a return of 100% as inl 


grande culture; R the produit net will actually equal A, so that 


-of tic industr 
1(AtR), the, aggregate demand for the output of domest1 y 


and commerce will actually equal A. If the level of agricultural 


technology is merely that of la petite culture where agricultural 


advances vield no more than 39% to 40% the total produit net or 
aggregate rents will be perhaps one-third of agricultural 
advances, so R will equa] no more than 1/3 A and the aggregate 
demand for home vroduced manufactures, 2(A+R) will total 2/3 A. 
Hence the demand for manufactures will approximately equal annual 
agricultural advances with la grande culture, but be only two- 
thirds of these with la petite culture. 

The level of. industrial and commercial employment will 
‘therefore depend upon both the level of agricultural investment, 
and the capital intensity of agricultural technology which 
determine the rate of surplus in agriculture. That is a summary 
he. Quesnay's static analysis, which exededne the size of the 
AnSUREED AS and commercial sector in a stationary state. In the 
formula where industrial production is 4(A+R), anything. which 


raises A, the level of agricultural advances, and R the 


(8) The annual advances of the industrial and commercial sector 


will be half its output and it is statea twice in Philosophie 
= ~ -. 
hat heea r *4 : | 
Rurale that these advances will anceed total half of (A+R), that 
; . 
is #(AtR). (Vol.1. 0p.124 and 328: the formula is explained in 


Eltis (1984), pp.27-9 and 37-8). 
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agricultural surplus or produit net, must raise demand for the 
output of the industrial and commercial sector. 

The stationary state equilibrium set out in the static 
Tableau may be disturbed in a number of ways to produce economic 
growth or decline. 

A possibility which concerned Quesnay was that the effective 
demand of landlords and workers might shift away from agriculture 
towards industrial products. An extraordinary result he arrived 
at which has no parallel in modern economics co a 
population wishes to purchase more industrial production, in his 
words if it acquires a greater taste for luxe de la décoration, 

~ then the level of industrial production and employment will not 
increase: it will actually decline. This astonishing result 
follows directly from his assumptions. 

Starting from an initial stationary state, if demand shifts 
away from agriculture and towards industry and commerce, these 
will receive extra cash flows (as calculated in two series of 
disequilibrium tableaux which he published'9)) while agricultural 
Producers will receive smaller cash flows than in the previous 
year. Because the agriculturalists suffer a financial shortfall, 
the advances or investment for the following year's production 
that they can afféed will be reduced. The industrialists in 
contrast will receive an initial financial boost because demand 
shifts in their favour, and they will invest more in order to 


produce more in the following year. In consequence, in the 


(9) These are to be found in Philosophie Rurale, Vol.III, pp.33- 


53, and in l1'Ami des Hommes, Vol VI, pp.192-202. A modern 


restatement is presented in Eltis (1948), pp.42-9. 
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vances) will. 
second year, agricultural output ‘ (which is twice ad 


é before. 
be lower while industrial production will be higher than 


i d yields 
But only agriculture yields 4 produit net, SO if the lan Y Ld: 


in 
100% as with la grande culture, each 100 livre fall 


agricultural advances will also produce a 100 livre fall in the 


following year's agricultural surplus. If the landlords accept 


an immediate and parallel reduction in rents, farmers will 
achieve a new static equilibrium in which they invest less and 
produce less (to match the now reduced demand for food) and 
landlords will receive less rent. But the new situation is not a 
potential equilibrium redistribution of resources because Quesnay 
assumes that where the agricultural surplus falls, landlords are 
at first willing to reduce rents by only half the fall im the 
agricultural surplus which no one BECaiat oe when Lene contracts 
were initially arrived at. Tenant peewee themselves therefore 
‘ have to meet the other half of the financial loss consequent upon 
a lower produit net until leases come up for renegotiation, 
perhaps nine years later. This financial loss to tenant farmers 
will cause them to invest still less in the following — which 
will reduce the agricultural surplus yet again, but the rents 


they will have to pay will again be reduced by less than the fall 


in the produit net, so they will be forced to cut their advances 


still further, and each time they reduce their advances 
, 


production will fall in parallel and squeeze rents and farm 


profits still further. So agriculture will slide downwards 
indefinitely, falling production levels continually reducing the 
produit met, and contractural rents falling more Slowly than the 


produit net with the result th 
at farmers are pe 
. rpetually short of 
cash and are therefore obliged to sel} 
<= “VY © am 4 


off more and more of their 


1% 


advances instead. of being able to invest them in the land to 
generate future harvests. 

The domestic demand for industrial production derives quite 
largely from landlords spending a fraction of their rents on the 
products of industry, and farmers spending a fraction of their 
wages on the industrial side of the Tableau. If both these 
classes are becoming poorer’. each year, their demand for 
industrial production will all the time fall. The industrial 
producers gain in the initial year in which the nation's tastes 
first move in their favour, and the extra cash flows they then 
receive enable them to invest and produce more in the second 
year, but after this, falling demand from agricultural producers 
and landlords will gradually reduce the domestic market for 
industrial production. This will be higher than it was 
Originally for perhaps four years, but after that it will 
gradually decline in parallel with the falling trend in 
agricultural incomes. 

Quesnay explains, correspondingly, that if the nation's 
tastes switch towards agriculture, industry and commerce will 
lose out for a few years but the growing agricultural sector will 
generate extra demand for. industrial products which will steadily 
raise the demand for manufactures from then on. Within a few 
years the extra markets for manufactures from A and R which are 
both growing will more than make good the initial loss. 

The formula for the growth (or decline) of agricultural 


production (6g,) consequent upon a deviation in the propensity to 


XVI 
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teady state 
consume the products of agriculture of 6C, from the s ee 


7 6} 
propensity (normally 0.5) can be shown to be: 
&g, = }6C, - 2/3 6Ca” 
fhen if C, rises from 0.5 to 6.6-*={s0° "that ae,” = O.1), 


agricultural output (and therefore the effective demand generated 


from agricultural incomes) will grow at approximately 4.3% per 
annum. If the propensity to consume food falls from 0.5 to 0.4, 
agricultural production will decline at an annual rate of 
approximately 5.67%. When the propensity to consume food first 
declines from 0.5 to 0.4, the demand for manufactures rises by 
one-fifth (i.e by 20%) because the propensity to consume 
manufactured goods increases from 0.5 to 0.6. If agricultural 
output and hence the effective demand for manufactures then 
declines at a rate of 5.67%, it will fall below its initial level 
after four further years, despite the 20% increase at the start. 


The logic behind this process is that agriculture generates 


a produit net while industry does not. Every 100 livres of 


demand that shifts the pattern of production away from industry 


and towards agriculture therefore generates an external benefit 


of 100 livres to the landlords (or the State where rents are 


taxed). Similarly, an increase in the demand and Supply of 


manufactures and a corresponding reduction in the output of food 


has a negative external impact on rents. The lower level of 


rents then adversely influences the effective demand for 


manufactures so that industrial producers lose on balance as soon 


(10) See, Eltis (1984), p. 47. 
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as this unfavourable external effect on the demand for their 
produce outweighs the initial favourable effect. 

The dynamic effect in the above processes is due to a lag 
between the generation of a higher or lower produit net and the 
market fixing of the rents farmers are actually obliged to pay. 
Where the produit net falls, farmers are squeezed because their 
contractural rents are still based on the formerly higher produit 
net, so output slides downwards. Where the produit net rises so 
that farmers benefit, output will rise from year to year until 
market determined rents in the end catch up with the rising 
agricultural surplus. Then, as the agricultural surplus and 
agricultural advances rise or fall, so will the demand for the 
preducts of industry and commerce which is always 4(A+tR). 
Anything at all which produces an unpredicted rise or fall in the 
agricultural surplus will have these dynamic effects which 
strongly influence the long-term growth of both agriculture and 
industry. 

Quesnay's own examples focus on the benefits from the 
establishment of free trade which raises the agricultural surplus 
and sets off a dynamic expansion of the economy, (11) and the 
damaging effects on both agriculture and industry of a reduction 
in the agricultural surplus as a result of the adoption of 


protectionist policies misguidedly intended to foster industrial 


(11) Examples are set out in Quesnay's '(Premier) probleme 
économique', and in Philosophie Rurale, Vol.II, Pp- 354-78, ana 
restated in modern terms in Eltis (1984), pp- 57-61. The 
principal iene that influence the rate of economic growth in 


Quesnay's work are explained quite similarly in Barna (1976). 
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; ed at the 
expansion. Quesnay's criticisms are especially levell 


is XIV's great Finance Minister, 


pro-industrial policies of Lou 


pe Economique 
a ee 'Maximes Générales du Gouvernement q 


: ic economics 
dian seyaune Agricole’, a vital summary of Physiocratic 


L:2 
° tn published work, (12) he outlines 


ae to of Colbert's efforts to foster 


industrialisation, which actually cesenhye eT ee 


countries have adopted in the twentieth century: 


It will never be forgotten that 4 minister of the last 
century, dazzled by the trade of the Dutch and the glitter 
of luxury manufactures, brought his country to such a state 
of frenzy that no one talked about anything but trade and 
money, without reflecting on the true employment of money or 
on a country's true trade. 

This minister, whose good intentions were so worthy of 
esteem but who was too much.a prisoner of his ideas, tried 
to bring about the generation of wealth from the work of 
men's hands, to the detriment of the very source of wealth, 


and put the whole economic constitution of an agricultural 


nation out of gear. External trade in corn was stopped in 


order to bring about a low cost of living for the 


(12 Th i 
) ese maxims first appeared in 1757 in the article, 


'Grains': a longer version followed in 1759 in the third edition 


of the Tableau Economique, and the full thirty maxims were 


published in 1767 in the volume of Quesnay's writings 


Physiocratie, that Du Pont prepared, which reached Adam Smith's 
library. 
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manufacturer; and the sale of corn inside the kingdom was 
subjected to an arbitrary system of regulation which cut off 
trade between provinces. The protectors of industry, the 
justices in the towns, in order to procure corn at a low 
price, ruined their towns and provinces through poor 
calculation by causing a gradual decline in the cultivation 
of their land. Everything tended to bring about the 
destruction of the revenue of landed property, manufactures, 
_trade, and industry, which, in an agricultural nation, can 
be maintained only through the produce of the soil. For it 
is this produce which provides trade with a surplus for 
export, and which pays revenue to the proprietors and wages 
to the men engaged in remunerative activities ... 

‘Luxury in the way of ornamentation {luxe de la 
décoration] was encouraged, and made very rapid progress. 
The administration of the provinces, harassed by the needs 
of the state, no longer offered any security in the 
countryside for the steady employment of the wealth 
necessary for the annual reproduction of wealth, which 
caused a large part of the land to be reduced to small scale 
cultivation [la petite culture], to be left fallow, and to 
become valueless. The revenue of the proprietors of landed 
property was uselessly sacrificed to a mercantile trade 
which could make no contribution to taxes. It became 
‘virtually impossible for agriculture to provide for them, 
depressed and overburdened as it was; their coverage was 


extended more and more to include men, food, and trade in 


raw produce; they were increased through the expenses of 


Géllection and through the destructive plundering of the 
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of finance grew UP around them 


reproduction; and a system 


he capital with the spoils of the provinces. 


which enriched t 


Traffic in money lent ‘out at interest created a very 


important kind of revenue based on money and drawn from 


money, which from the point of view of the nation was only 


an imaginary product, eluding taxation and undermining the 


state. This revenue based on money, and the appearance of 


opulence, maintained by the splendour of ruinous luxury, 
imposed upon the vitigar, and reduced further and further the 
reproduction of real wealth and the money stock of the 


nation. Unhappily, alas, the causes of this general 


disorder remained unknown for too long a time (pp.245-6[M]) 


That ‘passage underlines ee various seventeenth errors in 
the manner priority was given to industrial development. The 
-attempt to achieve a low cost of living for industrial producers 
by forcing agriculturalists to sell in the home market reduced 
agriculture's produit net, and therefore its output and the 
economy's rate of growth. The towns themselves were ruined by 
the destruction of agriculture in the surrounding countryside. 


The encouragement of luxury consumption added to the 


deterioration of agricultural markets. The impoverishment of the 


agricultural producers reduced the level of agricultural 


technique from la grande culture which yielded a produit net 


equivalent to half of output to la petite culture which yielded 


no more than 25%. The tax-contributing agricultural sector was 


allowed to decline in relation to the industrial and mercantile 


ecto 
s r which yielded no tax revenues, and tax collectors became 


increasingly desperate to obtain revenues so that methods f 
fe) 
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collection became increasingly Supply-destructive. In the same 
General Maxims', Quesnay quotes Boisguilbert's calculations to 


suggest: 


the revenue from landed Property, which was formerly 700 
millions (1400 millions in terms of our money today) 
diminished by one-half between 1660 and 1699. He notes that 
it is not to the level of taxes but to the injurious form of 
assessment and the disorder which it brought about that this 
huge décline must be attributed. --. The assessment became 
so irregular that under Louis XIV it rose to more than 750 
millions but yielded to the royal treasury only 250 millions 


-.2) {p. 262TM}) 


The increasing disorder in the nation's finances led to the 
creation of yet larger untaxable financial fortunes, and raised 
interest rates, and these higher interest rates then added to the 
adverse effects on the surplus-producing agricultural sector. 
Quesnay's analysis led him towards very simple - policy 


principles which he summarised in the 'Dialogue on Commerce’: 


Consumers multiply wherever subsistence expands; but it is 
only free competition with foreign buyers which can ensure 
the best possible price, and it is only a high price that 
can procure and sustain the opulence and the population of a 
That is the alpha 


kingdom through success in agriculture. 


and omega of economic science. (p.824[E]) 
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; i Agriculture and 
How Smith's Analysis of the Relationship Between g 


) 
; n s 
Industry in Economic Development piffered from Quesnay 


trialization 
Smith's account of the potential benefits from indus 


departs sharply from Quesnay's, but before attention is focused 


on the differences, it is important to emphasise the common 
ground between them. Smith spent ten months in Paris in 1765-66 
where he discussed economic issues extensively with several of 
the leading Physiocrats, and in particular with Quesnay himself. 
The lectures he gave in Glasgow before 1765 include no hint of 
the close interconnection between capital accumulation and growth 
which was to play so fundamental a role in The Weaith of Nations. 


It has been inferred that he owed his grasp of this to the 


thorough grounding in Quesnaysian economics he acquired in 1765- 
(13) 


oo. The editors cf the Glasgow editieon of The Wealth of 


Nations have commented that 'the model [of Physiocracy] which 
Smith expounds [in Book IV Chapter 9] is rather more elaborate 


than that offered by Quesnay' (pp.672-3), which underlines how 


much he learned during this Paris visit. 


The first fundamental issue where Smith's analysis follows 
Quesnay's is his agreement with the proposition that agriculture 


offers a far larger taxable and investable surplus than industry: 


The labourers and labouring cattle, therefore, employed in 
agriculture, not only occasion like the workmen in 
manufactures, the reproduction of a value equal to their 

own 


c ti 
onsumption, or to the capital which employs them together 
, ‘ 


(13) That view has been expressed by Skinner (1979) Chapt 5 
’ exr.5, 


rt 


with its owner's profits; but of a much greater value. Over 
and above the capital of the farmer and all its profits, 
they regularly occasion the reproduction of the rent of the 


landlord. (pp. 363-4) 


Smith thus agrees with Quesnay and the Physiocrats that extra 
agricuitural demand and production provide the external benefit 
that unlike industrial production they raise aggregate rents. 
Because agricultural production adds to rents while industrial 
production does not, increments to agricultural production will 
have more potential to finance the needs of the State than equal 
err coer tal to industrial production. The Ricardian theory of 
rent, Originated by Malthus, West and Ricardo in 1815, insisted 
that this line of argument of Quesnay'’s and Smith's was 
incorrect. If, as the Ricardian theory insisted, marginal land 
yields no rent, a marginal increment to agricultural production 
will add no more to aggregate output than the increase in wages 
and profits that it penevates., and precisely the same is true of 
manufacturing. Ricardo therefore inisted that there is no reason 
-to suppose expanding agriculture will generate more '‘'revenue' 
{profits plus rents in his analysis] than an equal expansion of 
industry. (14) On this issue, Smith's position was identical to 
Quesnay's, and the Ricardians found them equally in error. 

There is a further vital issue on which Smith and Quesnay 


were in complete agreement. Both wholly supported free trade 


(14) His objections are developed in Ricardo (1817), Chapter 26. 


Hollander (1973) pp. 195 and 280-7, has also strongly criticised 


Smith here. 
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; oe nd they saw 
and the maximization of international competition, a 


ae ith's position 
the benefits from these 1n very similar terms. sm 


- assage 
is better known than Quesnay's, and a very well known P g 


| re imi. sage 
from The Wealth of Nations in juxtaposition to 4 similar passag 


from Quesnay's ‘Dialogue on the Work of Artisans’ will underline 
the similarity of their reasoning. First Smith: 

every system which endeavours, either, by extraordinary 
encouragements, to draw towards a particular species of 
industry a greater share of the capital of the society than 
would naturally go to it; or, by extraordinary restraints, 
to force from a particular species of industry some share of 
the capital which would otherwise be See love in sit, 15) an 
reality subversive of the great purpose which it means to 
promote. It retards, instead of accelerating, the progress 
of the society towards real wealth and greatness; and 
diminishes, instead of increasing, the real value of the 
annual produce of its land and labour. | 

All systems elther. of preference or “of “Sestrainc, 
therefore, being thus completely taken away, the obvious and 
simple system of natural liberty establishes itself of its 


own accord. Every man, as long as he does not violate the 


laws of justice, is left perfectly free to pursue his own 


interest his own way, and to bring both his industry and 


capital into competition with those of any other man. or 
, 


order of men. (p. 687) 


And now Quesnay: 
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You will come round again to the necessity of accepting the 
greatest possible freedom of competition in all branches of 
trade, in order to cut down as far aS possible on the 
burdensome costs involved in them. As soon as you have 
calculated the effects of this general freedom prescribed by 
natural right, by virtue-cf which each person should have 
the legal power to render his situation as good as he 
‘possibly can, without infringing upon the rights of others. 
it will become self-evident to you that it is an essential 
condition of the growth of public and private wealth. 


(p.229[M]) 


Despite this identity of argument on the desirability of a system 
of natural liberty in industry and commerce, where all should be 
equally free to buy in the cheapest market and sell in the 
dearest; and also their agreement that agricultural expansion 
offers the largest potential economic Surplus, Smith believed 
that there were significant errors in Quesnay's analysis. But 
the extent of their agreement should not be underrated. Smith 
Said that Quesnay's system, ‘with all its imperfections is, 
perhaps, the nearest approximation to the truth that has yet been 
published upon the subject of political economy'. (p.678) 

- The first important difference between Smith and Quesnay is 
that Smith believed industrial profits include an element of 
economic surplus in the sense that industrial capitalists can 
save and invest from their profits, with the result that they 


‘have the potential to add to the growth of the economy: 
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; tuall 
The increase in the quantity of useful labour ac 4 


the 
employed within any society, must depend altogether upon 


; aly rease 
increase of the capital which employs it; and the ine 


£ 
of that capital again must be exactly equal,to the amoun® © 


the savings from the revenue, either of the particular 


persons who manage and direct the employment of .that 


capital, or of some other persons who lend it to them. If 
merchants, artificers and manufacturers are, as this system 
[Quesnay's] seems to suppose, naturally more inclined to 
parsimony and saving than proprietors and cultivators, they 
are, so far, are likely to augment the quantity of useful 
labour employed within their society, and consequently to 


increase its real revenue, the annual produce of its land 


and labour. (p.677) 


It was extremely prescient of Smith to appreciate that merchants 
and manufacturers have the power (and the inclination) pe save 
some of the ordinary or ‘normal' profits which accrue to them in 
conditions . of _ perfect competition. That merchants and 
manufacturers have the power to raise the rate of growth through 
their saving does not necessarily signify that they will generate 
a taxable surplus. A sufficient profit to leave something over 


for potential saving may be a necessary condition for the 


investment of private capital in industry and commerce so 
as ’ 
profits sufficient to enable individuals to save may be part of 


the supply price of manufactures. But it does not follow that 
a 


any part of these profits will necessarily be available to th 
e 

State for a lower net of tax return could discourage the suppl 
 § 


of industrial capital. Smith does not actually discuss Quesnay' 
s 
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proposition that industry and commerce fail to generate a taxable 
Surplus, but the history of the next century underlines that the 
industrial surplus soon became large enough to generate 
substantial tax revenues in addition to private Saving. By the 
time the first volume Karl Marx's Capital (1867) was published, 
industrial: and commercial profits amounted to 30% of Britain's 
gross domestic product and agricultural rents plus the profits 
generated in agriculture amounted to no more than 13%.(19) So 
within a century, Britain's industrial and commercial surpluses - 
were to become vastly larger than the agricultural. Smith's 
analysis was compatible with this development, but not Quesnay's. 

Smith's main objection to Quesnay's argument is of course 
its neglect of the enormous advantages a society can obtain from 
the division of labour which can be taken far further in industry 
than in agriculture, for ‘the labour of artificers and 
manufacturers ... is capable of being more subdivided, and the 
labour of each workman reduced to a greater simplicity of 
operation, than that of farmers and country labourers’. (p.676) 


Because of these potential advantages: 


A small quantity of manufactured produce purchases a great 
quantity of rude produce. A trading and manufacturing 
country, therefore, naturally purchases with a small part of 
its manufactured produce a great part of the rude produce of 
other countries; while, on the contrary, a country without 
trade and manufactures is generally obliged to purchase, at 


the expence of a great part of its rude produce, a very 


(15) Matthews, Feinstein and Odling-smee (1982), p.164. 
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countries. 
small part of the manufactured produce of other 


(p. 677) 


; its 
So Smith argues that a country which successfully develops i 


industry can attain far more favourable terms of trade between 


agricultural produce and manufactures than one that is still 
without a substantial industrial sector. Smith formulated the 
benefits from the division of labour in industry so that each 
expansion in industrial employment leads to more extensive 
subdivisions of employment, and hence to the achievement of 


higher productivity through the invention of superior machinery 


to exploit the opportunities this offers: 


What eahes place Seder the labourers in a particular 
workhouse, takes place, for the same reason, among those of 
a great society. The greater their number, the more they 
naturally divide themselves into different classes and 
subdivisions of employment. More heads are occupied in 
inventing the most proper machinery for executing the work 


of each, and it is, therefore, more likely to be invented. 


(p.104) 


The proposition that industrial productivity will be higher the 
more extensive the division of labour was present in lectures 
Smith gave in Glasgow just before and immediately after his Paris 
visit, where different students have recorded his words as, 


‘Twenty millions.cf people perhaps in a great society, working as 
it were to one anothers hands, from the nature of the division f 
re) 

labour before explained would produce a thousand times more good 
s 
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than another society consisting only of two or three millions 
and 'For twenty millions in a society, in the same manner as a 
company of manufacturers, will produce a hundred times more goods 
to be exchanged than a poorer and less numerous one of 2 
mill! (16) As industrial employment grows and the division of 
labour is extended, industrial productivity will continually 
increase, so the quantity of production of each industrial worker 
will all the time rise. If the relative price of manufactures 
does not fall entirely in line with this continuing increase in 
industrial productivity, the amount of corn the product of a 
manufacturing worker can be traded for will allythe time rise. 
Thus if manufacturing productivity grows at a rate of 2% a year, 
and the relative prices of manufactures fall only 1% per annun, 
while agricultural productivity and the price of corn are 
oe the output of a manufacturing worker will be tradable 
for 1% more corn in each successive year. Hence the basis for 
Smith's statement that ‘[A trading and manufacturing country] 
exports what can subsist and accommodate but a very few, and 
imports the subsistence and accommodation of a great number'. 
(p.677) 

The country that succeeds in expanding its manufacturing 
employment sufficiently to achieve the highest productivity 
levels and the greatest terms of trade benefits implicitly faces 
only modest competition from other manufacturing countries, so it 
will be able to reduce the relative prices of its manufactures 


less than the annual advance in its relative productivity. In 


(16) These are reprinted in Lectures on Jurisprudence, pp.392 
and 512. 
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achieve matching 
Smith's argument, other countries will only 


loyment 
industrial productivity if they can attain comparable emp ym 


j i j rial 
and production levels, so those who first attain high indust 


. i il: ot be 
production and efficiency will enjoy advantages which will n 


readily competed away in the manner Quesnay assumed a peat 


his analysis of the tendency of competition to eliminate 


industrial profits. 


- The logic of Smith's argument indicates that a country with 
inferior industrial output and productivity might be able to 
compete with its more efficient competitors if it could pass 
through an initial loss making phase as it expands its industrial 
production to their levels. Its companies could only survive 
these losses if, during the interval in which they were still 
inefficient owing to an inadequate scale of production, they were 
protected from the competition of overseas industries which had 
‘ already attained high output and productivity. Smith discussed 


this case for infant industry protection which followed so 


directly from the logic of his argument: 


By means of such regulations, indeed, a particular 


manufacture may sometimes be acquired sooner than it could 
have been otherwise, and after a certain time may be made at 


home as cheap or cheaper than in the foreign country But 


though the industry of the society may be thus carried with 


advantage into a particular channel sooner than it could 


have been otherwise, it will by no means follow that the sum 


total, either of its industry, or ot its revenue 
’ 


can ever 
€ augmented by any such regulation. The industry of th 
e 
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augments, and its capital can augment only in proportion to 
what can be gradually Saved out of its revenue. But the 
immediate effect of every such regulation is to diminish its 
revenue, and what diminishes its revenue, 1S certainly not 
very likely to augment its Capital faster than it would have 
augmented of its own accord, had both capital and industry 
been left to find out their natural employments. 

Though for want of such regulations the society should 
never acquire the proposed manufacture, it would not, upon 
that account, necessarily be the poorer in any one period of 
its duration. In every period of its duration its whole 
capital and industry might still have been emp2oyed, though 
upon different objects, in the manner that was most 
advantageous at the time. In every period its revenue might 
have been the greatest which its capital could afford, and 
both capital and revenue might have been augmented with the 


greatest possible rapidity. (p.458) 


In Smith's argument an extensive scale of production and a large 
Capital stock are both necessary if high levels of industrial 
efficiency and employment are to be attained. Infant industry 
protection can create a large captive home market, but by 
reducing the economy's overall net revenue, or produit net as 
Quesnay described it, protection actually reduces the economy's 
Capacity to expand the capital stock and therefore to take 
advantage of its new found opportunities for industrial growth. 
So while Smith saw far greater benefits from the growth of 
manufacturing industry than Quesnay, he entirely agreed that the 


State should not interfere with market forces to further 
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- 


ith and 
industrial growth. The very different analyses of Sm 


; ce. 
Quesnay therefore indicate an identical policy stan 


Conclusion 


Since the Second World War, Hong Kong, Taiwan, South Korea and 
Singapore have followed policies extremely close to those Smith 
and Quesnay advocated, (17) while the countries of the Indian sub- 
Continent have preferred to pursue Colbertian policies involving 
massive tariff protection, industrial subsidies, agricultural 
rice controls, and the ‘diversion of agricultural surpluses in 
order to seek to build up industry. 

The theory of infant industry protection | and of the 
potential external benefits from industrial development have 
advanced greatly since 1776, but the eighteenth century 
_ propositions of Smith and Quesnay that these policies will not 
actually assist long-term industrial development pose questions 
which twentieth century economists cannot safely lose sight of. 

The first questions are raised by the line of argument which 


is most powerfully present in Quesnay's work. This focuses 


attention on the taxable surplus or produit net that industry and 


agriculture generate. Quesnay was of course wrong to suppose 


that only agriculture generates a produit net, but the question 


Still needs to be asked of countries which have devoted vast real 


resources to industrial growth: Is industry a net generator of 
re) 


7 ici , 
(17) The policies these countries have pursued are set out d 
ut an 


discussed in detail in Chen (1979) 
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funds capable of supporting government defence and welfare 
spending, or is it actually a net absorber of such funds? Is 
industry capable of supporting social welfare, or is it a part of 
the welfare system that the sectors which are truly surplus- 
generating are required to finance?(18) 

A second vital question is raised most sharply by Smith's 
analysis: Have pro-industrial policies actually raised or 
alternatively have they perhaps reduced the long-term rate of 
capital accumulation? If they transitorily reduce the gross 
national product because they force the substitution of low (or 
even negative) value-added production (when measured at world 
market prices) for production which offers a higher -value-added, 
then the probability is that there will be less saving and 
Capital accumulation from this lower real national income. If 
Saving and capital accumulation are diminished in the short-term, 
does the evidence indicate that long-term capital accumulation is 
truly raised as the advocates of twentieth century Colbertian 
policies invariably suppose? 

It certainly appears that the questions raised by the 
eighteenth Scitity analyses of Francois Quesnay and Adam Smith 
may still be pertinent to the development policies of several 


countries in the Third World. 


(18) It is shown in Eltis (1979) that even in a country with 


industries as advanced as Britain's, the nationalized industries 


were for many years part of the welfare state which the rest of 


the economy had to finance from its surpluses, instead of 


generating real resources to provide the wherewithal to finance 


social welfare. 


REFERENCES 


ee ee 
Barna, Tibor (1976) 'Quesnay's Model of Economic Developmen 


European Economic Review, vol.8. 


Boisguilbert, Pierre de,(1707) Le Détail de la France (Paris). 


Reprinted in Pierre de Bois jilbert ou la Naissance de 


l'Economie Politique, 2 Vols, (Paris: Institut National 
d'Etudes Démographiques. 

Cavallo, Domingo and Yair Mudlank (1982) Agriculture and Economic 
Growth in an Open Economy: The Case of Argentina 
(Washington: International Food Policy Research Institute). 

Chen, Edward K.Y. (1979) Hyper-Growth in Asian Economies: A 
Comparative Study of Hong Kong, Japan, Korea, Singapore and 
Taiwan (London: Macmillan). 

Eltis, Walter (1979) 'The True Deficits of the Public 
Corporations’, Lloyds Bank Review, January. 

Eltis, Walter (1984) The Classical Theory of Economic Growth 
(London: Macmillan). 

Hollander, Samuel (1973) The Economics of Adam Smith (Toronto: 
University Press). 

Little, Ian, Tibor Skitovsky and Maurice Scott (1970) Industryand 
Trade in Some Developing Countries (Oxford: University Press 
for OECD). 


Malthus, T.R. (1815) An Inquiry into the Nature and Progress of 


Rent (London). 
Marx, Karl (1867-83) Capital, 3 Vols. Reprinted (Moscow: 
Progress Publishers for Lawrence and Wishart) 


Matthews, R.C.O., C.H. Feinstein and J.c. Odling-Smee (1982) 


36 


37 


British Economic Growth, 1856-1973 (Oxford: University 


Press). 

Meek, Ronald L. (1962) The Economics of Physiocracy (London: 
Allen & Unwin). 

Quesnay, Francois (1756) 'Fermiers'. Reprinted in L. Salleron 
(ed.), Francois Quesnay et la Physiocratie (1958), 2 Vols, 
(Paris: Institut National d'Etudes Démographiques) 
[Abbreviated below as INED]. 

Quesnay, Francois (1757) 'Grains'. Reprinted in INED. 

Quesnay, Francois (1758-9) Tableau Economique, Three Editions in 
1758-9. Republished and translated in Marguerite Kuczynski 

and Ronald L. Meek (eds) (1972) Quesnay's Tableau Economique 
(London: Macmillan). 
Quesnay, Francois (1756-60) with Victor de Riqueti, Marquis de 
-Mirabeau, L'Ami des Hommes, 6 Vols. Reprinted (1972) 
(Scientia Verlag Aalen). 

Quesnay, Fran¢gois with Victor Riqueti, Marquis de Mirabeau (1763) 
Philosophie Rurale, 2 Vols. Reprinted (1972) (Scientia 
Verklag Aalen). 

Quesnay, Francois (1766) 'Répétition de la Question Proposée 
dans la "Gazette du Commerce" au Sujet du Bénéfice que la 
Fabrique des Bas de Soie Etablie a Nimes Produit a la 
France'. Reprinted in INED. 

Quesnay, Francois (1766) 'Dialogue entre M. H. et M.N. ‘Du 
Commerce", Reprinted in INED. 

Quesnay, Francois (1766) '(Premier) Probléme Economique’. 
Reprinted in INED. 

Quesnay, Francois (1766) 'Second Dialogue sur les Travaux des 


; ”, 
Artisans'. Reprinted and translated in Meek (1962). 


38 


stitution Naturelle 


Quesnay, Frangois (1767) Ph siocratie, ou Con 


a: * 
du Gouvernement _le Plus Advantageux au Genre Humain 


a d'un 
Quesnay, Francois (1767) 'Maximes Générales du Gouvernement 


Royaume Agricole’. Reprinted and translated in Meek (1962). 


Ricardo, David (1815) On The Influence of a Low Price of Corn on 
the Profits of Stock (London). 


Ricardo, David (1817) On The Principies of Political Econ and 
Taxation (London). 

Skinner, A.S. (1979) A System of Social Science: Papers Relating 
to Adam Smith (Oxford: University Press). 

smith, Adam (1776) An Inquiry into the Nature and Causes of the 
Wealth of Nations, 2 Vols (London). Republished, R.H. 
Campbell, A.S. Skinner and W.B. Todd (eds) (1976) 2 Vols, as 
II of The Glasgow Edition of the Works and Correspondence of 
Adam Smith (Oxford: University Press). 

Smith, Adam Lectures on Jurisprudence, delivered in 1762-3 and 
1766. R.L. Meek, D.D. Raphael and P.G. Stein (eds) (1978), 
v of The Glasgow Edition of the Works and Correspondence of 
Adam Smith (Oxford: University Press). 

Turgot, A.R.J. (1770) Réflexions sur_la Formation et la 
Distribution des Richesses (Paris). 


Vaggi, G. (1985) 'A Physiocratic Model of Relative Prices and 


Foetrihutian't i 
istribution', Economic Journal, Vol.95, December 


West, Edward (1815) Essay on the Application of Capital to Land 


(London). 


PROVISIONAL 


SMALL-SCALF INDUSTRY IN RURAL AREAS: 
THE ITALIAN EXPERIENCE 


Giorgio Fua, 
Dpt of Economics, 
University of Ancona 
(Italy) 


Eight IEA World Congress 
Session 16 


39 


= 


Small-scale industry in rural areas: the Italian experience 


1. A historical retrospect 


In Italy, as in other countries, the beginning of modern industry 


was largely based on small firms operating in rural areas or "putting out" 
work to rural dwellers. A comprehensive account of Italian experiences with 
"small scale industrialization in rural areas" would have therefore to start 
from a remote past, and would be too large a subject for the present paper. 

So, I will focus only on a singular feature of recent Italian 
history. But let me introduce it with a few historical statistics. 

At the eve of the 20th century Italy was still a predominantly 
agricultural country. If we take as a rough indicator of industrialization 
the percentage ratio of active population in industry (1) to total active 
population, we find this index to be scarcely 20. See chart 1, which also 
provides a geographical partition of the country. Nineteen of the twenty 
present administrative regions have been grouped in three partitions, 
North-West, North-East and Centre (heretofore labelled NEC), South, each of 
which is sufficiently homogeneous as concerns recent economic history. The 
remaining region, Latium, is shown apart, because its evolution is strongly 
marked by the presence of Rome, the Italian capital, which accounts for 
about three quarters of Latium's total population. 

It appears from chart 1 that at the turn of the 


century the 


industrialization index was near the national average in all geographical 
a 


(1) In the present papér I refer to Population Census figures, correct ss 
changes of boundaries and of industrial classifications and I ws ee 5 
. t4 : ' : ’ inclu 
in "industry" items 2, 3, 4 of the International Standard I x 5 
Classification (United Nations) a 


41 


Chart 1 - Ratio of active population in industry to total 
active population 
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partitions. (2) 


~ 


3 on . , : ; ion index 
Since the turn of the century, however, the industrializatio 


, , . s not such 
shows a stromg:increasing trend in the North West, while there wa 


ag sus pre- 
a trend in other parts of the country. Consequently at mig 186% cen p 


ee tee an. index 
cedingWorld War 2, the index for North-West was twice es high as the 


for. otherwneiattiorns: North-West had ee a moderately industrialized 
economy , while all the rest of Italy was still niainly pre-industrial. 

Around the mid of the century major changes took place in the BRL 
pre-industrial part of Italy. In the NEC partition, an endogenous 
industrialization process. gained speed, without any explicit State support, 
and resulted in a development pattern based on small firms and diffuse 
location, very different from the example set by contemporary North-Western 
industry. : | | 

In the South, _ there was a massive State action for. promoting 
industrialization, largedy? through “a inflow of capital and of managerial 
ane entrepreneurial capacity from the North. 

As shown in chart 1, the industrialization index for NEC _rose_ 
appreciably between 1936 and 1951, and very rapidly from 1951 to 1971. The 
index for the South also moved, but later and slower. Thus NEC regained much_ 
of the ground previously lost to North West, while the South went on losing. 


After 1971 the index kept approximately stable in NEC and the South, 


and declined in the North-West, reflecting a marked evolution towards a ser- 


vice economy. 


We may be interested in considering - besides the industrialization 


index - the absolute number of population active in industry (see chart 2) 


(2) Actually, in 1881 the South was above the rest. but this was due to f 
’ re) e- 


male labour precariously employed in traditional textile activiti 
phenomenon which dwindled away in subsequent decades ities, a 
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It is found that the comparative performance of the three major geographical 
partitions through the last 100 years as concerns the latter is voughly in 
line with that concerning the former (3). Indeed, the recent comparative 
Success of NEC shows up even stronger in chart 2 than in chart he because 
the absolute amount of its industrial labour force continued to increase 
very fast from 1971. to 1981, when its industrialization index had stopped 


. increasing significantly. 


The position reached to-day may be summarized by saying that while 
the North-West is a mature industrial economy facing de-industrialization, 
NEC has ‘eventually become a fairly industrialized economy, and ‘the South is” 
still mainly pre-industrial. The fact that industrialization progressed more 
in NEC than in the South, despite the State policy favouring the latter, can 
be explained on different grounds. It may be partly attributed to greater 
. proximity and to better communications with the old core of Italian industry 
_ and, more important, to the pre-existence in NEC of a specially favourable 
social structure. But much merit is also due to an industrialization process 
whol ly based on ews rather than on transplanted resources. 

In the foliéeing I will expound the NEC industrialization model (4), 
becca it provides a lesson - about the potential for development latent in 
local resources, and how a Gian it -— that might be found interesting 


in other countries confronted with the need to industrialize rural regions. 


(3) Things are different for Latium. Due to the attraction exerted by Rome, 
population increased in this region at a much faster rate than in 
average Italy. The same applies to total active population, and to 
active population in industry. But the ratio of the latter to the former 
increased less in Latium than elsewhere. 


(4) I’ shall largely draw from a previous study; G. Fua, L'industrializzazio- 
ne nel Nord-Est e nel Centro, in.G. Fua and C. Zacchia (eds), Industria- 
lizzazione senza fratture, Bologna 1983. 
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i548 ing point. 
2. General features of the NEC model. (a) The starting pot aa 
} 


: | ant .. ,. ne 
A first important factor in the model is the environmé! 


. munes, e€g.- 
original environment is typical of the Italy of the independent Co , €& 


Tuscany (as opposed to the territories of the ex-kingdom of Naples). 


Thus the territory is rich in small and medium-sized towns — urban 


centres with long traditions of efficient and democratic uae government 
and vigorously ee commerce, the professions ‘and handicrafts. 

The countryside is covered by a good road network, is fairly well 
aa by ides cictnas sna has reasonable access _to services. The 
family-run, small-scale Sappenue Cowner share-cropped or tenant) is 
common in agriculture. The rural population is large and has close links 
with the population of the towns. 

In the whole population (ruralesnd urban) there is a high proportion 
of self-employed workers. The economic role of the family is often not con- 
fined to consumption, but covers production too. A large part of the popu- 


lation has a house, a smallholding or a family shop to fall back on. Rela- 


tionships within the extended family and with the neighbourhood are. 


supportive and there is marked community participation and _ social 
integration. This sort of environment has a high potential for development. 
We can identify some general elements in the area as a whole which 
explain why it becomes ripe for the industrial development at a certain mo— 
ment in time. There are three essential tiexore. The first is the world-wide 


tendency for employment in agriculture to.fall, which, in the long run, will 


inevitably make itself felt in the NEC area. A second factor is the 


world-wide progress in communications and transport which create 
; Ss new 


opportunities for contacts between these areas and the outside wo 1d | 
e even 


with points a considerable distance away. Thirdly, while the world da d 
; 4 eman 


for industrial products is increasing the more 
, 


mature, centralized 


industrial systems are becoming more and more 


rigid, bureaucratic and 
expensive, 


thus leaving room for the development of new types of industri 1 
Stria 
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_ System. — 

In addition to these factors which indicate that the time is ripe 
for a change, local agents spark off change. In some cases, the change comes 
about when work from distant firms is parcelled out to those who work at 
home; after a while the more enterprising of these workers set up their own 
business. In other cases, returning emigrants act as agents of change: in 
foreign countries, they have had the opportunity of acquiring industrial 
experience, of establishing contacts with overseas producers and markets, of 
putting aside some savings, and, when they come back home, they invest in 
small businesses of their own. 

There are some areas where industrialization spreads from a neigh- 
bouring zone. Finally, we should .2ntion the aspen in which 
industrialization gets under way because capital and entrepreneurial 
know-how accumulated in the area from other activities, e.g. agriculture 
and tourism, seek employment in other ways. 

In the following section we will describe the process thus set in 


motion. 


3. (b) The industrialization process at work. 


On the one hand, we have a mass of workers who are no longer able to . 
find satisfactory jobs in agriculture, but are unwilling to leave their 
homes where they feel iWégrbted and protected, and are therefore looking 
for work as near home as possible. On the other hand, in this world of 
family businesses and self-employed workers, there is wealth of management 
experience, a spirit of initiative and a sense of responsibility, and all 
these gifts, even in small doses, are wide-spread among the population. This 
potential is thier! mobilized to harness the surplus agricultural labour, and 
the result is the setting up of small, or even tiny, industrial initiatives. 

The new enterprises and their growth and propagation are mainly fi- 


nanced directly from family savings. Given the limited savings available, 
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e enterprises ar 
the investment strategy adopted proceeds by small steps. Th 


; istin rivat« 
set up in places where local labour is available and where exis gp 


: i are therefore 
‘and public infrastructures can be utilized; the enterprises 


scattered widely over the territory as befits a logic of development whict 
exploits existing structures as far as possible, while minimizing the break 
with tradition. 

This type of industrialization also allows enterprises to avoid ex- 
cessive wage claims and labour conflict. There are two points to consider 
here. Firstly, as they can continue to live at home, the new industrial wor- 
kers finds themselves in a favourable position (compared to those = ahead 
who operate at some distance from their home) as to the availability of 
supplementary activities, the cost of living, the quality of life, ‘and 
social security, and this is one of the reasons for their moderation in wage 
claims. Secondly, there are: few social distinctions between -the new 
entrepreneurs and their workers; there. are indeed often family ties, and, 
moreover, there is considerable social mobility, which favours a climate of 
cooperation. 7 

The substantive and technological contents of production are at one 
with the other characteristics of the. NEC model which 


we have outlined 


above. The new industry concentrates on those sections, technologies and 


types of product which do not present insuperable disadvantages for 


small-sized firms. It specializes, where it can, in a type of production 


which allows it to make use of local craft tradition. Production such as 


that described above rarely finds an adequate outlet in 


And so, 


» Which is 
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outlets, the presence of raw materials or on other factors. Undoubtedly in 
the .NEC- model "other factors" play the largest role. In this model, 
industrialization finds fertile soil in the local (if still latent) supply 
of entrepreneurial energies, labour and Savings, and in the existence of a 
well-run society with its institutions, its culture and material infra-_ 
Structures. The success of the model relies on its capacity to combine all 
the strong points and resources of the existing organization and harness 
‘them to modern development. This assumes that transplants and changes are 
not so drastic as to shatter the existing social pattern, thereby 
squandering valuable resources. 

Two development phases - In the first phase, due to underemployment 
-and depressed local Sn. the new enterprises are faced with an abun- 
dant and vhs teanamnimeabie labour supply. Moreover, both the local authorities va 
mibric® opinion are favorably disposed to enterprises creating new op- 
portunities for employment, and the regulations are not too strictly applied 
to these enterprises. On the other hand, in this first phase, new 
enterprises are unlikely to be able to compete on equal terms, technically 
and organizationally, with well established firms. These two characteristics 
of an snannepiat world still in its infancy - modest capacities and modest 
detiands - offset each other. Enterprises which are still technically and or- 
ganizationally inferior to established firms can be profitable and 
competitive if they Day lower wages, lower taxes and do not have to conform 


strictly to regulations on working conditions and environmental pollution. 


At a Later stage, when the industry has grown, labour becomes more 
demanding and social controls more rigorous. The wages, charges and regula- 
Rete ihich are borne by the enterprises tend to equal those of established 
industries, and the firms can maintain their profitability and competitivity 
only by raising their productivity. 

In  ;this..phase, the “NEC industries make rapid technical and 


organizational progress by perfecting the organization of the integrated 
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salizati i roduction 
system of small firms and increasing specialization 1n quality P ’ 


ed production (for. example, robots). 


that of small batches or even customiz 


examine 
After this brief outline of the model as a whole, me shall 


some details. 


4. Further details. (a) The entrepreneurs and the workers. 


The labour force comes mainly from the families of agricultural . 
workers, at least in the beginning. The majority of the workers have some 
sort of family property (small-holding, shop or house), and so have a safety 
net to catch them in hard times. They are not "proletarians". 

| While the leaders of the first wave of industrial development in 
North-Western Italy came mainly from the upper classes, those of the NEC 
development come from all becca Indeed, the great majority come from the 
lower-middle and lower classes. After the pioneers, the entrepreneurial 
ranks are swollen by people who started as workers and who have then set up 
their own business in the same industry. 

Thus, class differences are not marked. Workers and employers come 
from the same or similar social backgrounds, and are connected by family 
ties and social mobility. They have a common work ethic handed down to them 
from the pre-existing society of family-run farms and craft activities. It 
is an ethic based on the traditional conviction that there is a necessary _ 
relationship between effort and reward, between commitment to one's work and 
social success. This — to emulative behaviour and to labour relation- 
ships based on cooperation rather than strife. Even the problem of the loss 


of a job can be faced with less anxiety, when, as is most often the 
case, 


the worker has an economic base in the family which can temporarily give 

him refuge, and when a large number of ways are open to provide his ret 
urn 

to the labour market. For this reason, enterprises face little 


resistance to 
plans for reconversion or retrenchment 


49 


We may also note that, in this situation, a whole series of factors 
serve to keep wage claims within bounds. They are briefly examined below. 

Wage levels and standard of living - In the first place, certain 
| teeters permit the achievement of a given volume of real purchasing power 
with a money pay lower than that which would be necessary under conditions 
of centralized industrialization. Thus, the average cost ie teticinn is lower 
because old houses remain in use and the price of new dwellings is not so 
high as in large and populous cities. Family ties with agriculture mean that 
certain foodstuffs can be provided on favourable terms. Commuting between 


home and work is generally less expensive, both in time and money, than it 


is for workers who live in the cities. 


There are many other advantages, which are not so easy to quantify 
in terms of money, but are none the less appreciated, and which accrue from 
the workers' remaining in their own surroundings. We will pass over these 


and take up one final point. 


This is the high degree of utilization of the labour potential. The 
widespread existence of productive activities within the family and the 
close eteenert of family and neighbourhood relationships creates the 
ocgianices. for the employment - although without formal work contracts - of 
those marginal elements of the work force (housewives, retired people, 
students) who, in other circumstances, have difficulty in finding work. As 
well as giving employment to these "part time" workers, the surroundings 
favour a super-utilization of the "full-time" workers. Men who own small 
business mates tend to work long hours, and they are numerous here. 
Wage-earners nave often have a second job to which they devote part of the 
time left over from their primary jobs. These second jobs often consist 
simply in giving a helping hand in a family small-holding or shop. This is 
also the temporary solution to inactivity found by many workers wnen they 


are on the dole. And moreover it serves for some as a means of taking 


advantage of their holidays. 


Xv1 


5. (b) The small enterprise system. 


The small size of the enterprises is 4 ke 


it 1s undoubtedly the formula which 


y element. In these 


particular environmental conditions, 
gives the greatest possibility of success and also that which best pre- 
serves the environment. 

It is the formula most suited to local entrepreneurs who would 
not be able to raise large amounts of capital or-manage complex organiz— 
ations even should they wish to do so. It. is also what makes it easier to 
find man-power in an essentially rural area, studded with small and 
medium-sized towns. Such a territory does not offer a pool of labour 
suitable for large industrial agglomerations, but it does_provide labour 
for smaller and more numerous industrial units. 

Furthermore, industrialization based on small enterprises does 
not cause so much of an upheaval as that based on large concentrations, 
as regards not only urbanistic and landscape values, but also the 
existing social structure. For example, the system of small enterprises 
maintains the continuity of the productive role of the family and of the 
old work tradition, and does not una’ the balance of democratic local 
government as much as would: the creatian of large-scale industry. 

PERE S*.. procucssst pret etree on the NEC wedel --  Capicem, af 
types of product and technology are influenced by three considerations, 
whose relative weight is modified as development proceeds. 

Firstly, production lines are chosen—which are within the cul-— 
tural horizon and the technical and financial capacities of the local 
entrepreneurs. In the early stages of industrialization, this implies the 
adoption of technologies which are not too alien for a world of 


small 


farme 
rs and artisans. Moreover, those industries are preferred which 
ic 


n ; : : 
avers hank with the earlier craft specializations ‘of the individual 
ua 


a : : 
reas. A large number of important industrial districts have an a t 
¥ neestry 


Sl 


of this sort. The fact that these industries evolve, without a break in 
continuity, from a preexisting craft tradition makes their first steps 


easier and does not stop them, as they develop and diversify, from 


gradually adopting advanced technology. 


Secondly, the environmental conditions existing <«t the outset 
encourage the industries specializing in the type of product. which 
allows them to take advantage of the relatively low cost of labour and 
the lack of rigidity in the regulations concerning the protection of the 
environment and the health of the workers. Both cause and effect will 


disappear with industrial progress. 


One last point. Those industries are preferred in which it is 
possible to break down production into stages or products without having 
to use inferior techniques. Thus, even a very small enterprise can, by 
concentrating exclusively on one stage of the process - and/or on a few 
component parts of the product - avoid the risk of being below the opti- 
mal size from a technical point of view. We have left this point to the 
last, because, as we shall see in a moment, it has the most important 
consequences for the NEC industrial structure. Of the three points men- 
tioned above, it is the one which remains valid for the longest time. It 
combines with the other two points to condition the entrepreneurs 
choices in the early stages of industrialization. Then, as development 


proceeds, its influence increases, while that of the other two declines. 


Division of labour and methods of integration - A high level 


of specialization in production implies a close-knit network of interde- 
pendent industries. In the case of production in the strict sense of the 
term a high level of specialization in work stages and end products can 
solve the problem of making small sizes compatible with an optimal 


technological level, but, in the case of other important functions such 


2 


g and personnel management, the 


as financial administration, marketin 


expedient 
small firm finds itself at a disadvantage. It 15; therefor se alee 


‘ons to specialized 
for the small enterprise to entrust these funct1 


serve a number of 
agencies, which work on a reasonably large scale and 


-kni rks: the 
producers. We thus have a combination of two closely-knit neve. 


ivision of 
division of labour among a number of manufacturers and the d 


labour between manufacturers and tertiary firms offering the ee ae 


services. 

To say that enterprises make use of the division of labour is 
the same as saying that they form an integrated system, and, in fact, the 
development of a system of integrated small enterprises is one of the 
most commonly recognized characteristics of the NEC model. Writers have 
spoken of "industrial districts" (borrowing the name from Marshall), 
"area systems", "clusters of enterprises", or "constellations of enter- 
prises". Each of these writers was obviously thinking of a different 
variety of the integrated system, which has indeed many different forms. 
Some systems are clearly circumscribed (the majority of transactions are 
carried out within the system), while others have vaguer boundaries; 
some systems are restricted to a limited territory, while others are not, 
and, finally, in some systems the association of enterprises “a formally 
regulated while in others it is not. 

Methods of cooperation vary from financial participation to 


supply contracts, from simple family relationships to informal temporary 


agreements. In order to give a few instance, we can start by mentioning 


the coordination of small Tuscan industries by private export firms with 


offices in Florence, which not. only coordinate foreign demand with 


Tuscan production, but at the same time carry out important compl 
pie— 


trolling quality. 
In other cases, 


- 
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the associations of artisans and small entrepreneurs in Emilia have 
created centres which prepare wage packets, keep the books, pay VAT con- 
tributions, and fill in tax forms for their members. There are also 
cooperatives for the sale of products and, still more important, cooper- 
atives which act as guarantors to the banks for the solvency of the 
Single entrepreneur and negotiate the most favourable interest rates 
possible. 

We may conclude these examples by considering the highly in- 
dividual model of integration offered by the Prato wool industry. In 
this system there are many leading firms which have no employees what- 
ever, consisting only of the entrepreneur himself. It is he who designs 
the material, has the yarn spun, and commissions the weaving, finishing 
and mending from different firms. 

Industrial districts specializing in one product —- A phenomenon 
found fairly frequently is the geographical agglomeration of small enter- 
prises either producing similer goods or vertically integrated; in other 
words, the formation of areas specializing in one type of product. 

It is a well-known fact that the contiguity of many enterprises 
producing similar goods creates a complex of economic factors and stimuli 
influencing each single firm, and for this reason, the process of 
agglomeration, once under way, has an avalanche effect, caused by the 
reciprocal strengthening of the firms inside the area, by the arrival of 
other firms from outside and by the involvement of the surrounding 
territory through overspill or annexation. 

The luxuriant growth of which these agglomerations are capable 
is, in the short term, an important component of the overall growth of 
the NEC industry, but, if it is not properly channelled, it runs the risk 


of causing long-term difficulties. Two dangers must be considered. 


Firstly, it is better to avoid the total, or almost total, dependence of 


a highly populated area on one very limited specialized product; the 
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i i . Secondly, we 
first crisis in the sector would cause a social disaster - 


magnets 
must fear a situation in which the "area-systems" act as as 


: ae causin 
attracting a concentration of population ard activities, thereby g 


. : g Se ; hi 
congestion within the area and abandonment outside it; should this 


happen, the underlying conditions from which the NEC model draws its 


strength would no longer exist. 


Problems of services - As noted above, jindustrialization based 


on small enterprises following the NEC model demands and stimulates con— 
siderable growth in the supply of services for these enterprises. 

The range of services offered by existing private agents is 
rich and varied, but it could be improved. Not only are there certain 
services where either quality or selling price is exposed to criticism, 
but there is also a whole series of services that is excluded or seri-—- 
ous ly aes cctea! We refer to scientific services, to basic educational 
facilities and to all those services, which a small firm (without the 
wider operational horizons of a large enterprise) is unwilling to pay for 

by itself, as in any case the greater part of the benefits produced from 
these services will not accrue to its own production alone but be spread 


through the system. 


Given the fundamental importance of services to production in 
the NEC model and the gaps in the structures created by private enter- 
prise, we must consider the possibility of Supplementing them from public 


sources. Experiments on these lines have been carried out especially at 


local and regional level, but results so far have been modest. This is 


hardly surprising given the difficulty of finding forms of public aid 
compatible with the NEC model's way of working, ie. which invigorate it 


without spoiling it (by eg. bureaucracy, "welfarism" and nepotism) 


The service activities Stimulated by NEC industrialization 
show a marked tendency to concentrate in the towns This give : . 
: ves rise toa 


Paradoxical situation in which a decentralized 


rural industrial model 
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leads to a centralized, urban tertiary model. This spontaneous tendency 
is reinforced by certain regional and local administrations who are 
planning to develop country towns as capitals of the “tertiary sector". 

If things continue in this way, and if, as is generally con- 
sidered likely, the tertiary sector is destined to absorb an increasing 
proportion of the work force, there will be a progressive weakening of 
those decentralized structures which today form the strength of the NEC 
model. This is not all, however. If this territorial dualism persists, 
whereby the services go to the towns, while industry remains in the 
country, the differentiation between services and industry will widen 
and, in the final analysis, reach a complete antithesis. Should the ser- 
vice industries continue to offer higher wages and better working con- 
ditions, the feeling that the towns are prospering at the country's 
expense could be aggravated and thus could recreate a potential rivarly 
and distrust between town and countryside of the kind familiar to us in 
other situations in history, when "countryside" conveyed the idea of 
"poor workers on the land". , 

For all these reasons, we cannot but be preoccupied by present 
tendencies. It is, oer tg obvious that the development of service 
industries is to be encouraged, and that, as things are at present, wor- 
kers in this sector secure considerable economies from a marked urban 
concentration. But the existing situation is also the result of the pol- 
icies adopted, and we can attempt to change that by giving our policies a 
different slant in the future. In particular, we may envisage a policy 
aimed at taking advantage of the considerable possibilities for decentra- 
lization offered by new technological developments in telecommunications 
and telematics. 


The strengths of the system - The analysis we have carried out 


shows the logic underlying the formation of the system of small enter- 


prises. Small dimensions are adopted because this is the highway to a 
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rises must be 
development based on local resources, and the. enterp 


: iseconomies 
linked together to form a system, in order to avoid the dis 


sk whether 
which would otherwise stem from their smallness. We must now a 


the results obtained - the system of small enterprises — is simply a 


poor man's second best, something which poor countries have to accept 


because they are not (yet) able to construct a system based on large 


enterprises, or whether the decentralized model may not iailhacicend ways be 
actually superior. The answer is that the system of small enterprises has 
certain strengths (just as it has po ous weakness): We will now review 
the most important of these. 

We should first stress the favourable environmental conditions 
produced by the overall working of the NEC model, such as low cost of 
living, intensive utilization of the labour eae tials and survival of 
the old attitude to the work. On the one hand, the small enterprises, as 
essential elements in the model, help to produce those conditions, and, 
on the other hand, they benefit from them in terms of lower costs and 


more efficient business management. 


Moreover, "smallness" allows faster adaptation to continually 


changing markets and technologies. In the first place, the small firm, 


who is less bound than the large one by the dead hand of bureaucracy and 
trade union rules, is quicker to modify the allocation and size of the 


labour force and other resources. In the second place, a system of small 


enterprises makes it possible, by the Simple transfer of sub-—contracts 
> 


to solve cases which would require closures and relocation of personnel 


in a large firm system. In the thira place, the NEC System gives t 
an out= 


let to the inventiveness and Spirit of initiative of a large b 2 
number o 


people, and encourages these qualities through competition d 1 
v and emula- 


; ; S seen, basic esearc m 
> 


there is a profusion of the type of research which 


is the closest to 


industrial application and whi 
ich leads to a conti 
s , tinual flow of 
small 
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innovations (almost of the "learning by doing kind"). 

Greater flexibility and a more open attitude to innovations 
make the small enterprise the most suitable one for production on a 
small scale or by Single items. It therefore is at an advantage in those 
markets where demand is either fragmented for geographical or social 
reasons (down to the exceptional case of "customized" demand), or varia- 
ble in time (rapid fashion changes or frequent innovations). 

This position in the international division of labour gives the 
NEC model a lead, because the relative importance of these markets is 
increasing. The NEC-type industry can, therefore, seize on this 
opportunity. Indeed, it has already begun to do so. It can rely on its 
greater flexibility to beat the competition of more sophisticated econ- 
omies as it can rely on qualitative and technological superiority to 


beat the competition of emerging economies with low wages. 


6. (c) Capital formation. 

The following are the main characteristics of capital forma- 
tion in the NEC model. Families have a high propensity to save, and 
these savings tend to be invested directly within the family. The invest- 
ments are node wi th an eye to producing immediate results in terms of 
production (ie. the incremental capital/output rate is kept low). The 


result is that local industry achieves a good growth ratio relying on 


local savings and depending little or not at all on a net capital inflow 


from outside. 

As to the characteristics of these, in the NEC model family 
savings a aloe ‘mainly to build and improve the family's premises and 
equipment: the house, the small-holding, the workshop and the shop. This 
gives them two important qualities. In the first place, while serving as 


a reserve for the Auture and as an income-yielding asset, this type of 


savings, more than any other, satisfies the saver's desire for self- 


He 


~ 
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r a certain security as to 


fulfilment. Secondly, it offers the save 


, ; ion. These two, 
maintaining the value of his money in times of inflation 


in why the 
considerations, self-fulfilment and security, help to explain y 


. * in 
family's propensity to save is generally higher in the NEC pie than 


: : oductive 
other communities where centralization of settlements and pr 


structures offers less opportunity for direct investment. 


It should be noted ,that differences in savings as shown in 


statistics reveal only part of the truth. Some of the time off from 


‘official’ work is spent in accumulating resources, €&:- family house- 
building, during weekends. Activities of this kind create income, 
savings and investment which the national accounts ignore. Of course, 
this use of free time is-found everywhere, but there are signs that it is 
particularly common in the NEC districts. This is not surprising, 
considering that the whole NEC rationale encourages and faciigtees. 26 

The above description portrays a world of largely self- 
financing investers, and this is a strong point in the system in the 
‘sense that the enterprises are not deep im debt and are therefore less 
vulnerable. 

We shall now examine the characteristics of real investment, 
and first we must consider its volume. As the location of new productive 
initiatives tends to be chosen on the basis of pre-existing structures, 
past investments can be recouped, and there is a reduction in the new 
investments needed to launch these projects. This observation holds good 
for every type of infrastructure - from workers' houses to power lines 
and roads, and includes the whole network of services needed to create 
civilized surroundings. It is also valid to some extent for the factory 
buildings and plant. Small firms frequently start out in buildings not 


designed for the purpose and adapted, for example from warehouse 
’ Se. 


storerooms or stables, with makeshift equipment. This allows th t 
‘ em to 


begin production with a minimum of new 


investment. If production is 
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Successful, and as both the funds available and the cultural horizon 
expand, they will gradually adopt more sophisticated technological and 
logistic solutions. And so on, step by step, without great leaps 
forward. When one firm leaves its buildings and equipment for better 
ones, the old assets are frequently taken over by another firm which is 
trying to move one Step up the ladder, too. So the progress made by one 
firm makes things easier for another, and, by a chain reaction, the 
whole group gradually moves upwards, making the maximum use of the 
Capital available. 

We must not expect the results of this investment model to be 
impressive from all points of view. They may not be s6 for technicians 
and town planners, as the model preduces an industrial landscape dotted 
with provisional solutions consisting of makeshifts buildings and 
outdated technologies. This may be cause for regret, but, given the 
he ere of investment, the model has the great advantage of 
allowing the largest number of people possible to find work and to 
improve their qualifications by experience. It should also be noticed 


that this gradual progress reduces the risk of serious errors. 


ve Repercussions on agriculture. 


While agriculture makes a positive contribution to NEC 
industrialization, it is also important BYE examine the influence of this 
‘industrialization on agriculture. 

Some problems arise from the fact that industry competes with 
agriculture in the use of land and water resources, but only in a few 
‘particular zones the damage suffered by agriculture has been very 
serious. 

Repercussions on the labour market are much more important. NEC 


type industrialization brings wide-ranging opportunities for extra- 
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enon of the 
agricultural work in rural zones and triggers the phenom 


s are employed both in agriculture 


Nmulti-activity family" (whose member 


iculture. 
and .in other types of work) which gives a breathing space to agricu 


the 
The possibility of income from extra-agricultural sources helps 


family to remain in its place of origin and thus averts the danger of the 


countryside being abandoned - SO common in models of centralized 


industrialization. From a plurality of activities the family both 


derives a higher income and gains wider experience advantageous for 
agriculture. Those members of the family employed in extra-agricultural 
activities bring new technological and administrative skills to the 
management of the family farm, and employ their savings in agricultural 
investment, with possibility profound changes in agriculture. 
: We must also remember the ability of multiactivity families to 
weather the seasonal variations in agricultural work. 
Agrarian policy will, however, i have to face dramatic choices in 
_the future, following the effect of industrialization on young 
people's professional ambitions. Among today's multi-activity families, 
the leading role in the small family farm remains, on the whole, in the 


hands of the older generation. The younger generation is not interested 


in taking over, because youth find extra-agricultural employment more 


satisfying and less demanding. Of course, a great many young people 


appreciate, the fact of belonging to a family owning a smallholding, but 
very few are anxious to run it themselves. If this trend continues, the 
small family farm, which is one of the pillars of the NEC model, will 
gradually cease to exist for lack of new generations willing to take it 
over. A policy must be devised to cope with this possibility. On the one 


hand, we should ask ourselves whether it is possible to concentrat 
eona 


really substantial package (in education, finance, public servi 
, ices, 


prices, etc.) that would make small farm management attractive to 
young 


people again. Following the same line of reasoning, we should 1 
: u also 
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consider a plan to change the small farm into a diversified business 
e.g. agro-tourism, which would make its management both financially and 
personally more rewarding. Looking at things from the opposite point of 
view, one might suggest a policy which would accept the decline of the 
small farm and favour the setting up of farms large enough to permit the 
exploitation of brilliant managerial capacities and thus attract the 
best qualified type of youth. We need not even dismiss the possibility of 
separating the two functions present up to now in small family farms; 
indeed a system could be envisaged in which large farms take over market 


production, while family smallholdings produce for domestic consumption. 


8. The outlook. 


There is widespread agreement that, up to now, the NEC model of 
rural industrialization has been a relatively successful experience. 
Without an explicite plan, it has succeeded, area by area, in rallying 
local potential for entrepreneurship, work and savings, and in using to 
advantage the material and social structures, probably with better 
results than would have been possible using imported models and 
resources. The material well-being and the cultural level of the popula- 
tion have improved substantially; social integration and mobility have 
been strengthened, and there has been no serious disruption. 

This on the whole bright picture, however, is not without some 
shadows. Industrialization has brought with it certain evils which a 
more sagacious oubite policy could have avoided. But the positive 

results greatly outweigh the negative ones. 
; While an assessment of the results obtained can easily be 


made, future developments are controversial. We have to consider 


whe ther, precisely as a result of the progress made, the decentralized 


model which has been the basis of the NEC economy (small enterprises, low 


- territorial concentration, fundamental importance of the family and the 
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lace to a 
agricultural environment) is destined to lose its pride of P 


: ized by large 
completely different model of development, characteriz y 


tration and a 
enterprises and complex organization, by, wesc ten Oe 


sharp break between town and countryside. Should the NEC economy 


develop in this way, it would be a repetition of events in earlier 


developed regions and countries. There, too, industrial ization: OSes aay 


decentralized form, and only became Centralized, in a secon@ pias = 


development. 

The history of earlier developed countries, however, presents a 
third phase which has been manifest for some time, and which gives cause 
for reflection. Urban congestion and huge industrial centres have begun 
to make their negative effects felt (ungovernability, sclerosis, lack of 
individual responsibility), and this has led, both in theory and in 
practice, to a new movement towards decentralization. This should serve 
as a warning to the later developed countries and regions, such as NEC. 
We must ask ourselves why the latter should slavishly copy the policy of 
centralization, only to discover one fine day — too late, as usual - that 
they, too, will have to make a U-turn and begin to decentralize again. 

The solution suggested here has little chance of being auto- 
matically adopted. In an earlier phase of NEC devel dat ¢ both cul'tural 


survivals and automatic economic mechanisms were leading society towards 


decentralized development, without any explicit plan having been 


adopted; but today the situation is different, and the automatic bias in 


favour of centralization is now growing Stronger, and threatening the 
decentralized model. Thus the increase in income and international 
iona 

contacts through business, tourism, and education abroad are all leadi 
ing 


to the adoption of "consumistic" models. Young people who now h 
ave easy 


access to higher education want safe careers such as are afforded b 
orde y 


large bureaucracies. Commercial attempts to "sell" the consumisti a 
istic model. 
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similar organizations to sell competing models. 

The progress of the NEC development in a way which - will 
guarantee the advantages of the decentralized model cannot therefore be 
left to chance, but calls for a clear realization of the situations and 


an explicit policy. 
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Summary. This paper stresses the historical relativity of the 
agriculture-industry dichotomy used in the analysis of 
economic development, by considering the 'prehistory' of this 
notion. First, «it i pointed out that the distinction between 
agrteultiure and industry was not so clear-cut in XVII century 
England, and was not used as an analytical tool by XVII 
century economists such as William Petty. second, the 
conceptual prerequisites for the use of such an analytical 
tool are examined: the idea of quantitative relationships in 
economic ern the concepts of market, commodity and price, 
the notion of the economic system, and the idea (still missing 
in Petty and his contemporaries) of the productive 
interrelationships between ‘different decors of the economy as 
a result of the development of the division of labour. 
Pinsbyy, Senedwett tore stemming from the preceeding analysis 


are raised. 


65 
XVI 


ALYSIS OF 
WILLIAM PETTY AND THE CONCEPTUAL FRAMEWORK FOR THE_AN 


ECONOMIC DEVELOPMENT 


by Alessandro Roncaglia 


1.Introduction 


Economic analysis establishes relations connecting 


theoretical variables, corresponding to abstract concepts. 


These concepts constitute a simplified representation OL the 


complex web of economic events and thus provide a systematic 
framework for economic analysis. However, after continued use 
economists tend to take these concepts for granted, as if they 
were not creations of the mind, but entities with an 
independent existence. 

However, abstract concepts useful at a specific stage of 
history, for the analysis of specific issues, may lose 
validity over time owing to changes in the economy ana im. the 
relevant issues. This is a vital aspect of economic research, 
and one which is very rarely gone ito « The question must be 
examined in a historical perspective. This means not so much a 
historical account of past solutions, but an appraisal of the 
developments leading up to the current specification of the 
analytical issue. 


In guch a perspéctive, this paper discusses. the 


historical amd conceptual prehistory of the agriculture- 


industry dichotomy. 


For economists, the balance to be struck between these 


two sectors may appear to present a perpetually recurring 


problem, and one which is at the heart of any analysis of 


economic development. It should therefore be stressed that th 
© 


approach to this problem is now generally based on specifi 
ic 


past developments in the division of labour and 
on 
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corresponding developments in “the conceptualization of the 
economic process. While these developments took place over a 
considerable period, this paper concentrates on William 
Petty's times (17th century England) and on his contribution 
to the origins of Classica] political economy. In §2 we will 
Couch on a number of aspects of the pre-18th century economic 
Structure which still obscured the emerging agriculture- 
industry dichotomy; and in $3 we will discuss the limited 
degree to which such a dichotomy was perceived by William 


Petty and a few of his contemporaries, 

The use of this dichotomy in economic analysis 
presupposes not only a certain degree of economic development, 
but also the elaboration of a method and a conceptual 
framework concerning for example the role of the State, the 
market and the diviitén of  iabour. These factors thus 
correspond to the institutional basis of an economy in which 
agriculture and industry can be conceived as two distinct 
parts of the economy, and in which the balance between them is 
central for economic development. In our historical analysis, 
therefore, we will*=consider: (i) Petty's method (Political 
Arithmetic, or Political Anatomy) (§4); (ii) his 
conceptualization of prices (§5); (iii) the relationship 
between the notion of the economic system and the nation-State 
($6).  Thens .in-§7, «we will examine Petty's analysis of the 
division of labour, and some specifications paving the way tor 
the application of that concept to the industry-agriculture 
dichotomy. Finally, §8 will list some questions raised by this 
foray into the history of economic thought and stress the 
Specific historical nature of any economic problems, including 


those regarding the balance between agriculture and industry. 
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e-industry dichotomy 


2. The slow emergence of tne a ric 


rocess 
The representation of the economic system aS 4 p 


acture 
centred on the dichotomy between agriculture and manuf 


(or rather between the productive ana the sterile sectors) is 
the work of the Physiocrats around the middle of tne 18th 
century. Writing in tne 1730's, Richard Cantillon (1964) 
foreshadowed this concept; but) artisans were put on a par with 
merchants, and nence were treated as a secondary factor ina 
society clearly based on tne peasant-landiord and town- 
countryside dicnotomies. 

Writing at an earlier date, William Petty (1623-1687) did 
not even make any clear-cut subdivisions of the economy into 
sectors. (as we will see in §3). To understand this failure, we 
may recall Petty's own experience as a capitalist-landlord. 
Around 1670, Petty started a number of ‘improvements' in his 
holdings (in County Kerry in Ireland) with the object of 
. increasing the surplus obtained from them. Thus he established 
iron and copper works as well as fishing operations, all of 
which were. designed to be vertically integrated, from the mine 

to the blast furnace in the first case, and from the sewing of 
the fishing nets to the building and operation of the boats in 
the second case (Fitzmaurice 1895, pp. 149-50). 


This suggests. that, in Petty's times, the development of 


the division of labour was not necessarily accompanied by the 


separation of commodity production into distinct sectors. each 
’ 


containing productive units distinct from those 


sectors. Various considerations 


in other 


help, together with the 


rudimentary inter-firm division of labour, in explaining this 
Situation. 
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Finest. if the economy is regarded as being subdivided 


into sectors of activity, the implication is that a sufficient 
degree of integration of the economy has been achieved, while 
on the contrary near self-sufficiency of small areas was the 
rule at Petty's time. Hill (1975, pp.245-50) attributes mainly 
to high transportation costs the subdivision of England into 
"self-contained economic regions', up to the ‘canal era of the 
seventeentn-sixties'. Heckscher (1955, pp. 45-109) stresses 
that transportation costs were artificially increased by a 
large number of tolls. As a result, as Braudel (1981, p.23) 
notes, ‘around 1600, corn by land does not travel further than 
ten miles, generally no more than five; .. wool and cloth no 
more than twenty to forty miles..'. AS a consequence, long-. 
distance trade, including trade between different regions of 
the same country, were only in expensive products (Heckscher 
1955, p.192). In other words, the first steps in market- 
oriented production mainly covered luxury goods, and not the 
‘productive core' of the economy. 

Second, the guild system (which in England was extended 
in 1563 to the whole nation by the Statute of Artificers) 
provided an institutional framework in which the interests of 
each ‘'trade' conflicted with those of the others, which made 
it difficult to recognize a clearly defined category embracing 
only 'manufacturing'. Many historians (e.g. Hill 1975, p.249) 
point to the prevalence of trade over class interests right 
down to the end of the 18th century, e.g. in the clash between 
the wool and cotton trades. 

Third, the town-countryside dualism cannot be identified 
with the manufacturing-agriculture dichotomy. As Heckscher 


(1955, 'p.204) stresses, ‘spinning, weaving and dyeing were 
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6 acantry for their own 
practised very extensively among tie peasantry 


| KK a BG 19ti entury 
i nto the Syur ¢ i 
requirements in all countries AT. 2a st 


Cc usehold 
within the framework of a more or 1ess closed ho 


ivity which was 
economy... Even that kind of industrial activity 


. . : r 
based on exchange was combined.. with agriculture, and fo 


obvious reasons... ="ptenty of “Spare time for’ the rural. 
population during the winter months...' The clash between town 


and countryside, in this respect, was due rather to the fact 


that the guild system dominated town manufactures, while, on 
the whole, the primitive rural manufacturing activities 
escaped attempts to impose regulations, especially those on 


the labour process and those governing standards of quality. 
Thus, the cheaper and sub-standard goods produced in the 
countryside did not generally come into direct competition 
with town handicrafts; rather, a large portion of the 
rudimentary countryside handicrafts went to Satisfy the needs 
of the immediate neighbourhood - so that the dichotomy between 
guilds and unregulated countryside handicrafts corresponds, at 
least in part, to the contrast between 'natural' and market-— 
oriented activities, a distinction which was Still very . 


recalled that this 
antithesis is used by Kula in 1970 as the basis for his model 


of the feudal economy, 


important at the time. Cle WLI ES he 


and” by Lewis’ 1954? in Rie moder of 
developing economies). 


Parallel to this, a fourth factor is the by no means 


wage labour in 


manufacturing and independent peasant activity. Poo 


clear-cut. distinction between unregulated 
ate 


; r peasants, 
and especially their wives and Children, were often forced t 

4 Oo 
Se eaenitng in tne Clothing idaseny” tee Hill 1975 
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p.833 Heckscher 1955, p.204). This pressure was obviously 
intensified by the wide seasonal variations in the demand for 
agricultural labour. 

In short, it can be argued that in the situation in the 
17th century, there were Subdivisions of the economic system 
which were more important than the agriculture-industry 
dichotomy. These Subdivisions range from territorial 
Categories to the town-countryside -dichotomy, the distinction 
between different guilds, the division between guild and non- 
guild activities and between ‘natural't and market-oriented 
activities. These subdivisions were in fact much more 
generally utilized by writers on economic issues at the time 


than the agricultural-industry dichotomy. 


3. 'Petty's Law' cannot be attributed to Petty 


Two notes of caution must be sounded at this point. 
First, we have suggested that the concept of industry and 
agriculture as two separate sectors presupposes a certain 
Stage of economic development, and that such a stage was not 
fully reached at Petty's time. But the position is somewhat 
more complex.Some factors may be present in economic life 
without dominating it. Moreover, in conceptualizing economic 
Lites different economists may stress different aspects of it. 
Nobody could deny the existence, in Petty's days (or indeed 
much earlier), of the exchange between agricultural and 


manufactured products brought to the market by separate, 


independent producers. But, while economic historians are 


generally eager to go further and further back and discover 


instances of the organizational forms of modern economies, 


thus tending to superimpose on the past their conceptual 
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otential 
categories, we should also be aware ofr *?tre*-P 


: i i vle gv the 
importance of more traditional forms of organization Z 


i ive 
largely self-sufficient, vertically integrated product 
| siete 
units, which marketed only their surplus product, in Petty'’s 
time. In these circumstances, the -problem of the 


interrelations between autonomous’ sectors of commodity 
production was not so visible as it«ws now. 

The second note of caution concerns the attitude of pre- 
18th century writers. Of course- they used terms such as 
husbandry (or agriculture) and manufacture (see e.g. the 
passage in Petty quoted below in §6). At the same time, we 
should recall that the term industry usually meant production 
in general, or human productive capacity and effort; and the 
term trade, which was commonly used at the time in the titles 
of pamphlets On economic issues (the stream of Discourses on 
Trade) was currently meant to réfer to the whole of market-— 
oriented productive dotivities, But the terms husbandry and 


manufacture were not used to define the two sectors of 


commodity production which, together with the services Sector, 
reflect the current three-way split of the economy. 


To understand this, one has but to look at the early 


Statistical examinations of the English economy (i.e the 


various essays in political arithmetic), such as those by 


William Petty and his followers, King and Davenant In fact 
- ‘ ’ 


neither of these men, both writing’ in 1695 refers to 
manufactures as a specific category of economic activity (see 
Thirsk and Cooper, eds., LS42j “pp. 77H fF. ) 


73 


| As for William Petty, some misunderstandings may be due 
to the well-known law attributed to him by Colin Clark (1951, 
pp.395-7). According to that economist, 'Petty's Law' concerns 
'the movement of working population from agriculture to 
manufacture and from manufacture to commerce and services’. 
This ‘brilliant and entirely correct generalization' is 
attributed to Petty on the basis of the following quote: 
‘There is much more to be gained by Manufacture than 
Husbandry; and by Merchandise than Manufacture ... Now here we 
may take notice that, as Trades and Curious Arts increase, so 
the Trade of Husbandry will -decrease, or else the wages of 
Husbandmen must rise and consequently the Rents of Lands must 
fait Clark does not give the reference for this passage, 
only noting that Petty was writing in 1691. But Petty died in 
fact in 1687. Fortunately the passage can be tracked down in 
Political Arithmetick, written around 1671-72 and published 
posthumously in 1691. However, the first and second parts of 
the passage come from two different sections of the work 
(Petty 1963, p.256 and p.267), and cannot be combined into a 
statement on the evolution of the internal structure of the 
economy. For instance, 'Trade and Curious Arts' in the second 
passage cannot be considered as exactly equivalent to 
'Manufacture' and 'Merchandise' in the first passage, which 
shows that such terms were far from constituting precisely 
defined analytical categories. In fact, like King and Davenant 
after him, Petty does not use consistent subdivisions of the 
economy into well-defined sectors. 


An analogous conclusion can be reached by examining the 


economic pamphlets of the period. For instance, in the eight 


pamphlets published between 1621 and 1701 collected by 
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n Commerce 


McCulloch in 1856 in Early English Tracts O 

(including writings by Mun, Roberts, Fortrey, Petyt, North), 
the nearest thing to a subdivision of productive activity into 
sectors is the classifieation into 'naturall' and 'artificial' 


h 
riches or wealth adopted e.g. by Roberts in 1641 (McCulloc 


1952, pp.60f.), and by Thomas Mun in 1664 (McCulloch 1952, 
pp.191 f.). However, this distinction, which also provides the 
conceptual foundation for Colbertism in 17th century France, 
can be considered as being more closely linked to the ancient 
concept condensed in the Commie ‘labour is the father and 
active principle of wealth, as lands are the mother' (Petty 
1963, p.68) than with the modern agriculture-industry 
dichotomy. The two dichotomies have certain points in common. 
So much so that the first can be considered ae ‘an immediate 
forerunner of the second. But the two cannot be identified, 
especially as regards their analytical utilization. 

We are therefore justified in concluding that the use of 
terms such as husbandry and manufacture on the part of pre- 
18th century economists does not imply a full recognition of 


the now current industry-agriculture antithesis. 


4. Political anatomy and the economic System 


The agriculture-industry dichotomy, > then, was not a 


prominent characteristic of the economy in Petty's days nor 
, 

was it a clearly recognized analytical tool in his writings 

and in those of his contemporaries. But it is Clearly a basic 


ee) 


prerequisites for the analytical use of the industry- 
agriculture dichotomy. Such prerequisites cover both the 
method of economic analysis and its conceptual framework. 
These prerequisites are often lost sight of in specific 


problems related to the agriculture-industry dichotomy, though 


- aS we will see in §8 - they may raise important questions. 
Because of their importance - both as regards method and 
conceptual framework - we will concentrate on Petty'"s 


contributions (drawing on my earlier research on his 
economics, Roncaglia 1985). 

The dominant economic issues in the 16th and early 17th 
century were usury and State intervention in foreign trade. 
The ‘just price' was still a live issue. The treatment of 
specific economic problems was not usually related to a full- 
fledged conception of the economy from which a reply to each 
specific problem could be derived. Rather, moral 
considerations provided the stuff of largely normative 
discourses on economic issues. Outstanding examples of such an 
approach can be found in the writings of Thomas Wilson (1963) 
and Samuel Pufendorf (1934), originarily published in 1572 and 
1688 respectively. 

From this point of view, Petty's writings represent a 
turning point parallel to the one taking place, round about 
the same time, in other fields of research as well. There are 


two bases on which Petty's methodology is built. The first is 


fusion of empiricism and 


Bacon's inductive method, a 
rationalism which superseded both the Renaissance tradition of 
pure empiricism (technicians and alchemists), and the 


syllogistic-deductive method of the Aristotelian tradition. 


The second factor is the stress on; the measurement of 
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i an an ie) 


- 20is 
the world, put forward in particular by that philosopher. . 


A 1 
second factor is decisive for the interpretation of Petty's 


‘Political Arithmetick' ('the course .. to express my self in 
terms of Number, Weight and Measure', Petty 1963, p.244) as 
political economy, i.e., as an interpretation of economic life 
rather than as economic statistics, i.e. the simple recording 
of the most disparate aspects of economic life. The search for 
precise quantitative relationships between the phenomena under 
study reflects the idea (advanced by Hobbes in particular) 
that knowledge of the world requires the construction of 
arithmetic or geometric models. This idea in- turn  Canmebe 
related to a kind of metaphysical view, according to which 


quantitative relations constitute the inner structure of the 


world: as Galileo said (in Il Saggiatore, 1623), 'this: great 
-bDook which lies open before our eyes - I mean the Universe - 


«++ 1S written in mathematical Characters', 


Petty's method, Political Arithmetic, is meant to 
discover quantitative relations written into the economy. The 
Be Bien Ra cet ent Ra 


economy is thus conceived as a machine, or more precisely, as 


a ‘body Politick', with a traditional comparison with the 


human body (a comparison which goes back to Menenius Agrippa, 


But here we should recall that the human body is also 
conceived as endowed with 


a mathematical~geometrical 


structure). Hence Petty's favorite term for his method 
, 


Political Anatomy. 


In order to understand the revolutionary impact on the 


birth of the new appro 
ach to the soc; 
Cial sciences 
S of the 
10m of the sconomy as a machine 


€ndowed with inner 
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quantitative 'laws' and the role of the new developments in 
the sciences of nature, we must revert to the situation in the 
17th century. 'Fires.., unstable prices, arbitrary taxation, 
famine, pestilence, sudden and early death' were not only the 
source of a ‘profound emotional instability of our 
forefathers' (Hill 1975, p.110); they were also obstacles to 
the notion of 'regularities' embedded in social life. In the 
economic sphere, the search for riches was not channelled into 
production in a competitive environment, but into the battle 
to obtain royal favour or into outright plunder in foreign 
trade (buccaneering, the slave trade, or the wealth extracted 
from India). In Hill's words (1975, p.188), ‘in the heroic 
early days of predatory capitalism, there was a speculative 


windfall element in many forms of economic activity'. In such 


a situation, Gramsci's (1975, p.1350) observation seems 
appropriate: 'there was a period in which "science" could not 
OMiSG ” «4. because the preconditions which create those 
particular "regularities" or "“automatisms" whose’ study 


provides the origin of scientific research were not present’. 
We can thus appreciate Petty's systematic and searching mind 
imposing on an unruly economic process the idea of a hidden 
quantitative structure - thus, in a sense, identifying the 
seeds of the future rather than the characteristics of his own 
time. This is apparent in Petty's development of the notion of 


the market and of natural price, which we will consider in the 


following section. 
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5. 'Political' and 'natural' prices 
A basic prerequisite for treating agriculture and 


industry as separate sectors is tne development of market 


exchange, e.g. in the form of mediation between the different 


sectors. Market exchange, in turn, brings up the problem of. 
prices. 

In this respect too, Petty provides a basic contribution 
to the development of the conceptual framework without which 
any theoretical analysis of prices would be impossible. MThis 
aspect is generally ignored by economists, but it Bee 
fundamental one. Indeed, theoretical concepts such as 
‘commodity' or 'market' or ‘natural price', which are accepted 
as if they were inherent to economic analysis, are the result 
of a complex process of abstraction. 

Each individual act of exchange concerns a specific 
_ individual object, exchanged at a specific time and place, at 
a specific price; but the myriad of individual objects and 
exchanges can be grouped into sets (such as the ‘market for 
diamonds') because of the similarities between the particular 
objects collected in the category of ‘diamonds’, 


and because 
of the links among the various individual 


particular diamonds. 


exchanges of 


These links are generally provided by the 
fact that a specific group of traders is 


involved (e.g. 
jewellers), 


each of them keen on observing the behaviour of 


the other members of the group and ready to adjust his 


nN 1 , 
au , 


3 . 

ind of consideration in his Dialogue of 
Diamonds (in Petty 1963 
93, where an inexperienced 


example of this 


-_—_-~ 


PP. 624-30), 
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buyer, unable to decide on whether to buy a specific diamond 
offered to him at a specific price, is referred by an expert 
to the 'price' prevailing in the 'market for diamonds’. 

Once the concepts of market and commodity are arrived at, 


the next step is to formulate an abstract concept of price. 


Here Petty proposes a three-way split: the actual market 
price, determined by 'contingent' factors as well as 
‘permanent' ones; the 'political' price and the ‘'natural' 


price. These latter two categories are grouped together as the 
‘natural price' by later Classical economists such as Smith 
and Ricardo. The difference which Petty establishes among them 
is linked with the difference between 'necessary' production 
costs, depending on the state of technical knowledge and on 
the subsistence costs for the workers, and 'political' costs, 
which also take into account social costs, such as hidden 
unemployment. Petty regards these costs as waste, since their 
existence implies that actual production is lower than the 
potential level. 

The disappearance of the notion of ‘political price' in 
the subsequent Classical literature might be connected with 
the new role of competition among producers of the same 
commodity, which brings the price down to the level of 
‘necessary’ costs (including the general profit rate) and 
drives out producers unable (or unwilling) to stay within the 
cost limits set by the prevailing technology. But in cases 
I is the technology available to private producers 
'social' costs, Petty's distinction would still 


incorporates 


be useful. And it was certainly important in a period in which 


feudal traditions (and especially the guild system) 


constituted a very powerful barrier to competition. 
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We need not consider here Petty's theory of value, but 


would recall that it can be interpreted as a theory relating 


prices to physical costs of production. Once again, sucha 


theory does not take into account productive interrelations, 
which lead into a circularity problem. Such a problem has only 


recently been solved, on Classical lines, by Piero Sraffa 


(1960). 

: Hence, as far as the issue of exchange ratios between 
different sectors. of the economy is’ concerned, Petty's 
contribution lies once again in his pioneering work on the 
conceptual framework which, with slight modifications, is 
Still used as the (often unconscious) basis for analysis. 
However, Petty offers very little in terms of analytical 
models, owing to the absence of two key elements: the notion 
of productive interrelations between sectors and the role of 
competition connecting the determination of product prices in 
the different sectors through the tendency of profits to 
settle at a uniform rate throughout the economic System. But 


clearly the analytical recognition of these two elements 


required a parallel growth in their role in economic reality. 


6. The notion of the economic 5 stem and the Nation-State 


The systemic nature of Petty's economic enquiry is net to 


be found in a fully-fledged analytical model of 


Productive 
interrelations, but 


emerges Clearly in his 


conceptual 
framework. In this respect, 


Stress must be laid on Petty's 


choice of the "body politick" as the object of inqui 
ry. 
The “body politick" (which coincides with the e i 
conomic 


system) is identified with the Nation-Stat 
—_ eS « 


This means that, 
network of 


out of the complex 


social interdependencies 
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(economic and political), certain relations are Singled out as 
being of the greatest importance: those among the citizens of 
a State, and those between the Sovereign and his subjects. 
This represents a doubly Significant decision about the level 
of aggregation. A lower level of aggregation is rejected 
because the relations among the citizens of a single State, 
and between the Sovereign and his subjects, are considered as 
fundamental as regards, for example, the relations between the 
inhabitants of a village or between a Justice of the Peace (or 
any other local government official) and those under his 
Jurisdiction, A higher level of aggregation is rejected 
because the system of international relations among citizens 
of the various States is regarded as being subordinate to the 
interrelations among the States themselves. 

The parallel between the economic system and the human 
body - between political anatomy and human anatomy - is also 
utilized by Petty to express his ideas on wealth and money. He 
shifts away from the traditional parallel between money and 
blood (which expressed the concern of sixteenth and 
seventeenth century economic writers for precious metals, 
considered the foundations of national wealth), and compares 
money to ‘the Fat of the Body-politick, whereof too much doth 
as often hinder its Agility, as too little makes it sick’, 
while 'the blood and nutritive juices of the Body Politick' 


are ‘the product of Husbandry and Manufacture’ (Petty 1963, 


ne. 122 and 28). 
According to Petty (1963, 


not be tackled by favouring the influx of precious metals into 


p.113), scarcity of money need 


the country: 'Nor were it hard to substitute in the place of 


Money (were a competency of it wanting) what should be 


XVI 
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equivalent onto it’. His favourite proposal in this respect 1S 


the creation of a land bank. Petty (LOVR, p.47) stresses that, 


'if men were excellently Versed in accompts, Money were not 


necessary at all and many places as Barbados etc have made 


chift without it and so they do in Banks’. Thus Petty realizes 
the usefulness of a development of the rudimentary financial 
structure of his time; the growth of banks and of mechanisms 
of financial intermediation is perceived as an institutional 
prerequisite for the full development of a market economy. 
With reference to the identification of the ‘body 
politick' with the Nation-State, it should be recalled that, 
shortly before Petty wrote, Machiavelli had advanced a unified 
conception of the Nation-State, giving particular attention to 
the problem of the political unification of the city and the 
countryside. -In a sense, it can also be said that the limits 
of Petty's notion of the economic system parallel the limits 
of Machiavelli's concept of the Nation-State. Gramsci (1971, 
p.43) notes that ‘Machiavelli was only able to express his 
programme and his tendency to relate city to countryside in 


military terms'. Something similar can be said for Petty: he 


perceives that the network of economic relations is 


subordinate to a unique political authority, but seems unaware 


of the '‘input-output' interrelations connecting the various 


productive activities, none of which could survive without the 


others. Machiavelli does not realize the interrelationship 


between city and countryside, nor Petty those between 


agriculture and industry, from the point of 


| view of 
production. Both Machiavelli 


zx and Petty situate in the 
political superstructure the relationships that link cit d 
ity an 


countryside, and in general the various parts of the e 
conomic 
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System. It is precisely the ability to go beyond this and to 


discover the technological relations of production that link 
the various sectors of the economy that constitutes the major 
contribution of the Physiocrats to the development of economic 
science. This analytical step is a necessary one for the 
specification in modern terms of the problem ‘of the balance 
between agriculture and industry. This problem thus assumes 
its full significance only after a long process of economic 
reflection, . which proceeded hand in hand with certain 
transformations in economic reality. In this perspective, the 


division of labouris of central importance. 


7. The division of labour 
In explaining the wealth of a nation, Petty attributes a 
key role to technological and organizational factors such as 
land improvements (drainage, irrigation, etc.) and investments 
in Ser eokture (roads and navigable canals), or the 
development of the financial structure (the creation of land 
banks) and the legal framework providing a firm basis for 
exchanges of property (the creation of a land register). A 
very. important role is also attributed to people and their 
‘productivity. This, in turn, is linked to the division of 
labour, which we will consider in this section. 
The division of labour is, as Schumpeter (1967, 
p.56) says, an ‘eternal commonplace of economics'. Plato's 
Republic, or the Latin proverb ‘nec sutor ultra crepidam', 
testifies to the early consciousness of. the fact _ that. «ne 
technical division of labour provides the basis for 4 
hierarchical social structure. Petty's examples (the 


fabrication of clothes and watches: see Petty 1963, pp. 260-1 
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and 473) highlight the division of tasks among the different 


labourers within the same productive activity, and also stress 


the importance. of the technical progress embodied in 


specialized implements of production (e.g. 'those who command 


the Trade of Shipping, can build.. a particular sort of 
Vessels for each particular Trade', Petty 1963, pp.260-1). 
However, Petty never makes it clear whether the technical 


division of labour is associated with the rise of specialized 
independent units of production at each stage of the labour 
process. 

In fact, this point has been a source of confusion even 
in recent times. For instance, Smith's causal link between the 
increasing size of the market and the development of the 
division of labour has been taken to imply (e.g. by Stigler 
1951 or Arrow 1979, p:156) “an increase in the Sige sen 
individual firms or industries, so that the system-level 
: relationship between economic growth and technical progress 
has been arbitrarily reduced to the concept of increasing 


returns to scale for the individual firm or industry. In order 


to clarify this point, L6t US try “Go Classify the different 


aspects of the division of labour. 


The most common distinction contrasts the social division 


of labour (i.e. the differentiation of Jobs within society) 


with the manufacturing division of labour (i.e the 


Subdivision of a specific Production process into separate 


stages). These two categories may or may not overlap 


Thus, 
the same job may be present in different firms and different 


Sectors: €.g., administrative employees are required by a 


chemical firm just as they are by a mechanical fj 
irm. 


But 
to our point, Pink 5: 


ther I 
€ are different aspects in the manufacturing 
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division of labour: it can take place within the firm, but it 


may also involve the partition of the productive process into 
different parts, each of which is carried on by a separate 
firm (vertical disintegration). We noted above Petty's own 
experience in the management of his Irish holdings (or in his 
activities for the Survey of Irish lands, where he employed 
more than a_ thousand people in different tasks: see 
Fitzmaurice 1895, pp.49-55). These cases show that the 
technical and social division of labour Can appear within a 
large productive unit, a sort of vertically integrated 
Subsystem of the economy. At the limit, only final consumption 
goods might be exchanged on the market, avoiding any market 
exchange of means of production among different sectors of the 
economy - which today represents the majority of market 
exchanges. | 

We can thus’ distinguish intra-firm and inter-firm 
varieties of the manufacturing division of labour; and we may 
proceed, in the latter case, to a further subdivision into 
intra-industry and inter-industry varieties of the division of 
labour, according to whether the different firms originating 
in the partition of a production process remain within the 
Wdaidartes of the original industry or can be classified as 
belonging to other sectors of activity. 

In the latter case (which is the key one for the rise of 
the agriculture-industry dichotomy), a moment's reflection 
will show that the evolution of the inter-industry division of 
labour is not unequivocally related to purely technical 


changes in the processes of production. In “this “convert, 


political and social elements, and factors pertaining to the 


stage of development reached by the economic system in general 
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pests cognized 
are the important ones. Furthermore, it should be recog 


i are not 
that the boundaries separating different industries 


th 
basically inherent in the réak eworkd,,.2aut ms gee: ‘ 


observer, who.picks out the distinguishing characteristics 
used in classifying each productive unit in a specific sector 
Sevastiuity. ..ghuses 6.e-i+ a seoeraphieat aspect (town-based 
manufacturing versus countryside-based agriculture) may be 
combined with other aspects pertaining to the organization of 
production, to the role of natural forces such as the cycle of 
the seasons, to differences in market forms (competitive 
agriculture versus oligopolistic industry). But, once this is 
recognized, it should also be recognized that the different 
distinguishing characteristics may acquire or lose importance 
over time, so that even such an apparently clear-cut dichotomy 
as the one between industry and agriculture may change its 


‘meaning over time. 


8. Concluding remarks 


The discussion of the preceding sections can be used to 
raise questions concerning the historical and conceptual bases 


of various aspects of the industry-agriculture dichotomy. Let 


us consider some of these questions. 


(i) (From §2) While modern economic. historians generally 


utilize the agriculture-industry dichotomy in analyzing 17th 


aeareee reality, we have seen that the historical 
preconditions for the full validity of such a dichotomy were 


not present at the time. Similarly 
, 


are we sure that concepts 


nal : 
atysis of developed economies retain their 
validity, and indeed the 


flowing from the a 


Same 
| meaning, when applied to 
developing countries? 
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(ii) (From §3) In discussing 'Petty's Law' we noted the 


Girtieulty of understanding economists brought up in 


conditions different from ours. When this happens, should we 


try to superimpose 'modern' analytical categories on ‘lagging’! 
realities, or should we rather try to understand the reasons 
why economists reared in these conditions tend to use 
different analytical categories, or to attribute (often only 
Slightly) different meanings to our 'traditional' concepts and 
analytical tools? 

(iii) (From §4) If we reject the idea of ‘mathematical 
laws written into the Universe' (and into the economy), what 
meaning should we attribute to "economic laws"? (E.g., how can 
we interpret empirical regularities such as Engel's law, which 
are so useful in '‘explaining' movements over time of the 
relative shares of agricultural and industrial products in 
final consumption?) 

(iv) (From §5) Do relative prices (e.g. of agricultural 
versus manufactured products ) only express 'necessary' 
production costs, or are they also affected by social elements 
such as those considered by Petty in his ‘political price'? 

(v) (From §6) Petty's concept of the economic system 
corresponds to the Nation-State, i.e. to the political form of 


organization which had asserted itself not much before Petty's 


pame . With the growing interdependence, both economic and 

political, among different countries in the contemporary 

world can we still interpret the economic system as 
, 


coinciding with the Nation-State? or should we identify the 


economic system with the whole world, or with a Bleck of 


countries such as the industrialized, developing and planned 
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~ 


. : ’ s one of transition, 
ones? or can we consider the situation a 


and each time choose the interpretation best suited’ to the 
problem under consideration? 

(vi) (From §7) Since the institutional environment can be 
modified, what is its significance for the functioning of the 
economic system? E.g., how do the legal environment (such as 
anti-monopoly legislation), the greater or lesser certainty of 
property (such as can be ensured by an efficiently functioning 
land and property register), institutional developments in the 
financial sector, affect the possibility of a smooth market 
solution to the problem of the balance between agriculture and- 
industry? 

(vii) (From §7) We noted that the subdivision of the 
economic system into sectors is drawn by the observer, who 
chooses the distinguishing characteristics of the different 
sectors (as is also shown by the possibility of .different 
levels of aggregation). Depending on the specific problem 
under consideration, different characteristics may turn out to 
be more or less important; the direct reference to traditional 
classifications by sector (such as the agriculture-industry 


dichotomy) may sometimes hide the vital characteristic, and 


the elements of the problem turn out to be specified only 


indirectly. As we have seen above, these factors cast doubt on 


the validity of the agriculture-industry dichotomy in 
analysing the 17th century conditions in which Petty lived 
Similar difficulties arise when we consider the agriculture 


industry dichotomy with reference to a developing country. For 
instance, are we tackling the social Problem of the 


relationship between the ‘traditional ' and the 


‘modern' 
sectors of the economy, 


Or the relationships between city and 
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countryside, or the problem of the productive 
interrelationships between the two sectors (e.g. the need for 
food and basic raw materials on the part of the industrial 
sectors, and the need for fertilizers, tools and machinery on 
the part of the agricultural sector) - or, as is generally the 
case, a mixture of all these problems together? In fact, we 
may find it useful to distinguish the three problems, though 
obviously related (so much so that we may also speak of three 
different aspects of a Single problem), precisely because this 
may allow us to use _ different specifications of the 
agriculture-industry dichotomy: for each problem, the 
specification which best fits the nature of the problem under 
consideration. | 

These are but a few examples of the questions arising 
from our discussion of the historical and _ conceptual-. 
methodological preconditions of the agriculture-industry 
dichotomy. Of course, such questions - and similar ones - may 
emerge directly from the analysis of contemporary reality. But 
clearly they are most likely to be raised in a systematic way 


in a historical perspective. 


xvI 
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for discussion 
ignacy Sachs (x) Draft for dso 


Market, Non-Market, Quasi-Market and 


the 'Real' Econany 


-Paper prepared for the 8th IEA World Congress, 
Delhi, 1 - 5 December 1986 


Complementarities and trade-offs between agriculture and industry are 
usually examined within the context of a cammoditized econamy and of a 
division of labour between the countryside and the city, the former being 
responsible for the production of foodstuffs and other agricultural produce, 
the latter for turning out industrial goods. , 


doth these assumptions need to be somewhat qualified. On the one hand, rural 
industrialization constitutes the backbone of the Chinese strategy aimed at 
withdrawing before the end of this century about 200 million labourers from 
agriculture. Rural industries, enabling large numbers of rural people to 
engage in industrial production without leaving the countryside, are rooted 
in the tradition of supplementary agriculture with handicraft. The objective 
now is to disseminate as many modern plants as possible in small towns and 
in the countryside and to employ as workers menbers of peasant families, 
commuting to the factory for the day, but still living in their villages. 
Labour force is thus shifted to industry without assuming the responsibility 
for feeding it out of the marketed food surplus and without having to cope 
with the prohibitive social cost of providing the residential urban 
infrastructure. Efforts are made to employ as industrial workers one member 
from each peasant family to ensure a more adequate distribution of income 
Gi dustrial wages being higher than the monetary income of farm hands). Eacl 
' family is thus expected to become an agro-industrial household, the basic 
cell of the modernized economy and of the society. "A household is a 
production unit, consumption unit and a living unit combined in one. 


Household management, at present, is both a k i ‘ ; 

- mes , ’ ey yerdstick for measuring the 
social division of labour, while at the same ime conditionj 

deve lopment"(1). time conditioning its 


(x) Professor, Ecole des Hautes Etudes en Scien 


and Programme Director, the United Nations ces Sociales, Paris, 


University. 
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Clearly in this case the dichot 
omy rural-agricul tural /urban-industrial 
blurred. So is the borderline between the camoditized and the sitetetence 


The emerging rural-urban confi tion in 
pattern of industrialization that will i odontes <n ctige lea: ell 
countries. The more so that recent progress in communication technologies 
renders obsolete our concepts of economies of concentration, as well as of 
economies of scale. Decentralization and even '‘ruralization' of modern 
secundary and tertiary activities becames feasible and, therefore, the trend 
toward urbanization and metropolization, which has marked so deeply the 
twentieth century, may perhaps be reversed in the future(2). 


For sake of campleteness, let us mention, furthermore, that urban 
agriculture is a reality in mny countries, both in the North and in the 
South. Some urban dwellers grow food inside the cities as part of survival 
strategies and as a response to the crisis: other do it for their pleasure 
or out of philosophical convictions. Whatever the motive, urban agriculture 
is on the increase(3). 


Qn the other hand, non-market economic activities are by no means restricted 
to tribal and primitive peasant economies. In the industrialized countries 
about half of the total working time of the society goes to daily household 
chores, not speaking of an embryonic ‘social sector' where people engage 
into collective, voluntary production of services and goods. 


The ways in which the market and the non-merket economic activities combine 
are quite complex. They constitute the fabric of the 'real' economy. The 
non-market econamic activities should not be viewed as ea residual category 
deemed to disappear with the technical progress. Quite to the contrary, 
their share, in terms of time allocation, may increase pari passu with the 
reduction of the working-time against wage, as a matter of a deliberate 
choice on part of people (I shall return to this question later on). The 
market /non-market dichotomy offers, therefore, a useful starting point to 
move in the direction of a development theory not exclusively predicated on 
the categories of the market econany and on the monetary metrics. 


i iates the division 
Ever since Adam Smith, conventional economic history assoc 

of labour with market development and accordingly views the degree of 
commoditization as an indicator of econamic progress. 

come) 


specialization, which depends on the concentration of demand, is 
iisoesy present in non-market economies of both types: ~ cus tome y se 
with its complete "belowness' and the canmmand econ wit s o— : 
‘aboveness', a8 well as in the mixed types that came metyoen. i - E 
feudalism or classical bureaucracies. Hicks, from whom these efin oS 
borrowed, describes the Reverme Economy as one "in which a fits = s 
and other necessaries is extracted from cultivators, and us - on e 
sustenance for the public servants... It is a germine form of e Cc 


form; it is the 
, which is to be contrasted with the market : 
Seal sae grows against which the evolution of the market is to a al 
Rtadied. It precedes the market, but it has of course survived the market (4). 
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The extraction of the 'surplus' imposes on the —— ya eo gee 
beyond the satisfaction of their direct needs, in other wo 3 


work, in which people produce for other a > - 
reciprocity. Such a situation presupposes & rea 
As crugtren put it, the political relation of power gegen: .* heii 
the economic relation of exploitation, the power comes be “o e ? ioe joes 
emergence of the State constitutes the benchmark between the savag 


civilized. By contrast, the subsistence economy is & ‘refusal of useless 


surplus', the will to tune productive activity to the satisfaction of needs 


and nothing else(5). 


Under circumstances, the degree of cammoditization of an econany does not 
tell us much per se about the wellbeing of the people. The access to the 
market creates opportunities for an expanded production and for beneficial 
exchanges; it stimlates the technical progress. But the market also acts 4s 
a powerful mecanism of exploitation, benefiting the strong at the expenses 
of the weak. 


Nor is it possible to present the evolution of the econamy as @ linear 
process of cammoditization, culminating in @ post-industrial, entirely 
conmoditized, service society. The urban poor in Asian cities have been 
buying their food from street vendors long before the appearance of 
fast-food chains in the industrialized countries, while well off American 
families discover the delights of cooking at home and of growing their own 
produce. Partial 'decommoditization' of services is one of the choices open 
to the future societies, ever less absorbed by work to produce the 
necessaries. 


Subsistence econany in its pure form seldam exists. But the majority of 
mankind, constituted by the peasantry, still operates mixed forms: of 

- gubsistence-cum-market economy. At the same time, the majority of the urban 
poor lives in self-built homes. Self-help construction employs mainly the 
unpaid labour of the family and friends, while resorting to the services of 
skilled artisans for some specialized services; building materials are 
usually purchased on the market, at least in part. Once more, we are in 
presence of a mix of nom-market-cum-market form of an important economic 
activity. Even middle class people often use their spare time and all sorts 
of 'do-it-yourself' kits to repair, expand or beautify their homes instead 
of contracting the services of a firm. Whether they act in this way for 


economic reasons or out of a more complex cultural settee 
discussed at this stage. amp motivation need not be 


In the passage referred to above, Hicks considers tha expe 

; t the 
market forces has transformed the Reverme Economy, i.a. by ciileving it” 
opportunities for economic calculation, which in the primitive Revenue 
Economy must have been almost wholly lacking". Is economic rationality 


exclusively predicated : 
tate? Pp on the exchange value, as implied in the above 


Such a reductionist view is contradicted by i ture 
the growing body 
on peasant economies pioneered by the writings of coiyenertiiie bins 
pra study of the Polish feudal econany, Kula has shown that economi 
oices were made without passing through mone tary common denominat ; 
say by reasoning directly on use values and by considering alifarent cola 


(1) 
(1bis) 


(2) 


(2bis) 


(3) 


(4) 
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Figure 1 
The 'real' economy 
me eee ie 


Non-Market 


Commoditized sector (wage labour, product sold on the market) 


informal markets 


household sector (labour and product don't pass through 
the market) 


social sector (collective non-market production) and 
quasi-markets 


public sector (wage labour, product distributed freely) 


petty commodity economy (self-employed producers, 
marketed product) 
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for the allocation of the work-time available within the peasant family. 


There was indeed little use for money, and for thinking in monetary terms, 


onony t-oriented (but 
based on the interplay between marke ; 
aigtia self-sufficient), manors and predominant ly subsistence oriented 


ith unpaid labour (corvée) and 
t farms, compelled to supply the manor wl 
Deda whatever little money earned on liquor and beer produced in 


exclusivity by the manor(7). 


, production and consumption within the peasant femily, as well 
phage Seework activities were tightly interwoven. Economy was still 
embedded in social relations, to use Polanyi's terms(8), autonanous 
activities were preferred to heteronamous work(9), the political end 
institutional econany could not be separated fran the moral economy - This 
is, as a matter of fact, & situation still prevailing today in many 
configurations based on the mixed market non-market form. A recent study 
found that there is e significant territorial segmentation of the labour 
market in some clusters of villages in West Bengal: labourers often do not 
go to work in adjacent villages where the wage rate may be higher, or do go 
to work to villages where the wage is lower. Patron-client relationships 
between employers and employees based on considerations of trust, credit, 
familiarity and dependability may thus constrain the development of an open, 
competitive labour market over contiguous villages. According to the authors 
of the study, "these relationships, viewed in a long-run perspective, are 
not necessarily economically irrational and may even be regarded as a 
rational response to imperfect information on worker characteristics, costs 
of enforcement of contracts with unfamiliar people, and the general absence 
of credit and insurance markets"(10). 1 


At any rate econamic analysis should not eliminate from its field a whole 
series of non-rational behavior patterns. Nor should it seal itself off 
‘against any substantive evidence by transforming its assumptions and 
concepts into postulates(11). The distinction between economic end 
non-econamic factors is meaningless. In Myrdal's words "from a scientific 
point of view, the only demarcation that is logically tenable wnen building 
our models is between relevant and less relevant factors"(12). 


In order to capture the relevant qualitative information on the working of 
the market /non-market mixed forms, en institutional and anthropological 
analysis is called for along a line somewhat parallel to the one followed by 
Herbert Simon in his study of decision making in business organizations(13). 


The 'real' economy can be seen as a latti 
, ice of segmented ye 3 
labour and product markets and non-markets (see tisare 1). De teats © 


labour-product configurations are: th : 
non-market household economy (arrows + 3), a econamny and the 


Now, side by side with the organized 
sector of the conmod economy 
orn atl a weet ae -large and small, public and pri va teciaan complyi 
be e legal, fiscal and administrative regulations of th bou ye 
product markets, there exist several 'informal' markets Cann ri hay ) eee 
8 c 
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Figure 2 


Time allocation ana choice 


Configurations 
—— 


in the 
market 
aon economic E yt 5 economic 
activities activities 
outside 


the market 


Figure 3 


Uses of income 


- consumption 
M - investment in ‘'durables' 


Gs) - savings 


- (taxes) 


formal 


informal 


individual | 
(household) 


collective 


(social) 


(household producer 


goods) 
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Gan be classified according to their degree of illegal sage a 
the crime syndicates. A neighbouring segment pf thal = of 

included in the definition of the informal pectoris ~ ges on the labour 
self-employed (arrow 4): strictly speaking the ark Pein oduct market. 
market, however the produce of their work cames to the pr 


is often referred to as ‘hidden’ or 'invisible'(15). A 
better term would be 'statistically unrecorded', as most of the a. 
in the market segments encompassed by these names are  saplhipo ‘ - open. 
Anyhow, neither the dichotamy ‘formal /informal' nor the ‘open/hidden’ one 
offer a suitable framework to describe the lattice of the real economy. 
Moreover, they let themselves to statistical manipulations, a8 both the 
‘informal' and 'hidden' sectors are in reality residual categories. By 
definition, they canprise everything that has not been specifically recorded 
as belonging to the narrowly defined organized sector of the cammodi tized 
econamy. By postulating that all those who do not find & regular job in the 
organized sector are absorbed by the informal economy, it becomes possible 
to assume away the problems of unemployment and underemployment, as well as 
to play down the disruptive social consequences of the emergence in the 
industrialized countries of a 'two-gear' economy (16). 


The 'informal' sector 


By contrast with the cammoditized economy, the household activities are 
situated both outside the labour and the product markets (arrow 2), although 
the household consumption consists obviously of a bundle of goods and 
services purchased on the market and self-produced (see below figure 4). 


In addition, the non-market segment of the economy comprises in addition the 
social sector (arrow 2bis) consisting of all collective activities organized 
outside the market by neighbourhood and community groups, citizen 
associations and, in same cases, cooperatives. Their cammon trait is that 

_ they are founded, just like the household sector, on the principle of the 
reciprocity, i.e. the donation of an unpaid productive activity, deemed of 
social interest and matched by free consumption of goods and services 
collectively produced(17). 


James Robertson speaks in this connection of "the progressive localisation 
of the welfare state" consisting of the collective self-provision of a 
growing range of goods and services, previously provided by the public 
sector and which offer a potential scope for commmity contracting(18). 


For sake of campleteness, we ought to mention the i 
sak ; public sector (ar 3 
providing free goods and services, produced by public servants “a noel 
wages just like the workers of the commoditized sector. 


The lattice of the real econany 

provides a suitab amework 
eal rs pay configurations open to indi vida household — 
exte emilies with respect to the allocation of their time = an 
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Figure 4 


Consumption structure 
cures ee 


i) goods and services purchased through the market : 
C —- consumer goods and services 


D - ‘durables’ (household producer goods) 


2) goods and services produced outside the market : 
H - household 


S - social sector 


3) public goods and services : 


WwW - welfare 
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5 at Sing resulting consumption and life-style patterns. In other words, 
ant Popo logical economics should unfold into a generalized consumption 
‘theory, in which consumption is Simultaneously described in terms of bundles 


Two equally reductionist temptations must be avoided: putting a price tag to 
time and reasoning exclusively in terms of time allocation. 


We shall use, however, the latter as an entry point. 


Four choice configurations are theoretically open to, whatever the case, the 
individual, the household or the extended family (see figure 2): 


- how much time for econamic and non economic activities? 


- the apportionment of time of econanic activities between the 
market and the non-market: 


- between the formal and the inform! markets; 


- between the household and the socia] sectors for 
non-market activities. 


In practice these choices are constrained by institutional, cultural and 
conjunctural factors. But the range of choice configurations broadens pari 
passu with the increases in: the overal! productivity of the econamic system 
and the reduction of work time required to produce the necessaries of life. 


Now, the time spent on market oriented activities generates a flow of 
income, whose alternative uses are listed on figure 3. The purchase of 
'durables' is in reality an investment into household producer goods rather 


than a consumption expenditure(19). : 


Insofar as the productive capacity of the household depends, at least in 
part, on such previous investment, the household sector in our modern 
. economies becomes increasingly 'colonized' by the canmmoditized sector. 


The consumption structure is conditioned by the choices made both with 
respect to time and income allocation (figure 4). [t consists of goods and 
services purchased through the market, self-produced and freely distributed 


by the goverrment which finances them out of taxes. 


Figures 2 to 4 are combined in the diagranmatic presentation of wha t might 
be called the ‘structure of everyday life'(20) in which each of us is 


immersed (figure 5). 


102 
Figure 6 
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BC = non-economic activities 
CD = 


non-market economic activities 
('quasi-product! DQ) ) 


DLi- wage labour —} p Pi product 


103 


the sharing of the increases in productivi ty between more cammodities and 
less work time, more equitably distributed so as to avoid the 'two-gear 


Finally, at a more theoretical level, the broadening of the scope for a 
substantive enquiry on the working of the real econamy and peoples' 
strategies aimed at survival and good life leads to the yet little explored 
borderline between the political and the .wral econany. 


Paris, 
September 1986. 


(4) 


(5) 


(6) 


(7) 


(8) 


(9) 


(10) 


(11) 


(12) 
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(13) Cf. "The principal source of empirical data about 


(14) 
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(17) 


(18) 
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organiza tional decision-making has been straight forward 
anthropological' field Study, eliciting descriptions of 
dec i si on-mak ing procedures and observing the course of 
specific decision-making episodes". SIMON, H.A., 1979, 
"Rational Decision-Making in Business Organizations”, 
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n 4, p. ‘ 


For a more detailed justification of the need for an 
‘anthropological econamics", see, SACHS, I., 1984, 
Développer les champs de planification, Université 
Cooperative Internationale, Paris. 


Even cooperative enterprises should be included here rather 
than put in the social econamy, defined as operating outside 
the market. Rigorously speaking there is ea market component 
and a social econamy camponent in the activities of the 
cooperatives. 
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and of the literature see GAIDIN, Jocelyne et SCHIRAY, Michel, 
"L'@économie cachée en France: état du débet et bilan des 
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1. INTRODUCTION 


Economic growth and structural change in Spain have so far been analyzed 


mainly through the traditional growth concentretion/diffusion model. Economic 


development would have, according to this model, taken the form of urben 


basec industrial growth, led by big enterprises. Rurel areas would have taken 
part in the industrialization process only because of industrial diffusion 
from metropolitan areas. 

This paper, however, presents a different approach to Spanish economic 
growth. The process of industrialization in Spein sterted before its Indus- 
trial Revolution, and locel industrielizetion is one of the features of the 
formation and development of its production system. The industriel concentration 
process takes place, when industriel production had begun in srell rurel centers 
and menufecturing activities were diffused in rurel erees. 

local development processes heve been made possible thanks to e set of 
economic, institutional and socio-cultural fectors thet stimuletec local cor 
munities to solve their own problems. When the Industriel Revolution was 
completed, and modern economic growth achievec, two paths of growth stana out: 
One, the urban-industrial concentration/diffusion model; the other, decentre'- 
izec rurel industrializetion model. 

: The aim of this peper is to show that local industrializetion is é reel 
and viable development strategy, which can inspire industriel an¢ regional 
policies. After defining local industrielization as an alternetive growth 
pattern, and pointing out that industrialization in rural areas hes been, in 
fect, a hidden development strategy of the Spanish economy, we discuss how 
present technological chenge creates the conditions that favor the use of this 
development stretegy. The paper finishes with a few renarks on the general 
cheracteristics of a stretegy for local development. 
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2, LOCAL INDUSTRIALIZATION, A STRATEGY FOR ECONOMIC DEVELOPMENT 


During the sixties and seventies, polarized growth and diffusion of 


development "from above" constituted the predominant theoretic paradigm on 
which the growth stretegies were based (Robert, 1982). Growth was rade possible 
through the expansion of (large) industriel firms, focused in (lerge) cities, 
given that the technological innovations (within the production methods, 

energy and communications) allowed for external and scale economies. 

Industrial diffusion begins when the rise in the price of the labor 
force and other "inputs" distort the firms' costs structure, the agglomeration 
diseconomies increase and the information and communication economies reduce 
costs! spetial differences. The firms react, and alter their locetion strategy 
seeking new areas where the factors prices are lower and where locetional ad- 
vantages exist, that will permit then continue to compete within the markets, 
maintain the profit rete, and continue the capital accumulation process. 

The concentretion/diffusion growth model has been amply theorized, and 
development "from above" has become for decades the main spatial strategy, 
both in advanced and developing countries (Gore, 1984). Since the late sixties, 


changes in demanc, the continuous increase in costs and the growing presence 


of NICs in international markets alter, to a large degree, this pettern. The 
introduction of new technologies and the changes in the firms' orgenizetion 
trensfort the production processes, modify the plants optimum size, reduce 
incustrial employment, change the firms strategies and their location pattern. 


As e result, the spatiel movements of the productive factors (capital and labour 
b 


above all) are reduced and the traditional mechanisms of diffusion are weakened 


It is then that criticism of the development "from above" model grows 


It has often been said that the traditional concentration/diffusion model 
tends to generate important disfunctions in backward regions (Stohr, 1985). On 
+ e 


the one hana, it elters the functioning of the labor markets, introducin 
’ roducing a 
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Spatial dualism that stands out between developed and underdeveloped areas; 


besides this, it generates territorial exchange of products and fectors, 
vhich reduce the development potential of the less developed regions; and 
lastly, it is accompanied by cultural and institutional transformetions, with 
a relative high valuation of urban industrial grovth. The strengthening of the 
Spatial hierarchy encourages a regional growth differentiation, which leads to 
a bad development of rural areas, and in general, of peripheral regions (Guin- 
dani and Bassand, 1982). 

The decline in level of ecceptance of the paradigm of the developrent 
"from above" has recently impulsed the research that has contributed to the 
construction of the not.well defined paradigm of development "fror below". 

The attempts at defining local development and its theoretical links with 
regional development (Friedman and Weaver, 1979; Sachs, 1980 & 1983; Stohr, 
1981 & 1985), and the interpretation of case studies on locel industrielization 
(Fue, 1983; Vazouez, 1983) have permitted the (ambiguous) conceptuelization of 
the endogenous development strategy (with important nuances, according to each 
author) and the use of an ever more precise terminology (endogenous potentiel, 
self-reliant or autonomous development, endogenous development). 

One cen find a particular productive system, labor market, entrepreneur 
jal capacity, neturel resource, political and social structure, culture and 
tradition within any territorial community. These resources are its endogenous 
development potential. 

At a specific historic moment, ea territorial group, of its ow initie- 
tive, can find new ideas and projects that will allow them use their resources 
and find solutions to their problems. In a mixed market economy, the emergence 
of local entrepreneurship is a necessary condition for a path leading to auton 
omous development that starts or continues in a new direction. The capacity 
to lead their own development process along with the mobilization of the 


available resources on the area, of its endogenous potential, leacs to e fort 


110 


of development called endogenous cGevelopmente 

These concepts (endogenous potential, autonomous development, endogenous 
Gevelopment) may be seen from any territorial scale. Nevertheless, when @ 
community assumes its ow impulse from its endogenous potential with e deciced 
effort to exclude that foreign (inter-territorial) presence, thet goes ageinst 
locel development, the outcome is @ Gevelopnent "from below" stretegy (Stohr, 
1981 & 19€5)-6 

But, how to specify locel development stretegy? A number of proposals 
have been formulated in recent years, anong which we will mention the following: 
Johnson's strategy of market towns and rural growth centers; Ronéinelli anc 
Rudle's strategy of integrated regional devebouiant Sach's ecodevelopment 
strategy; Stohr and Todtling's stretegy of selective spatial closure; Friedman 
and Douglas's strategy of agropolitan development (Gore, 1984). 

My purpose here is not to summarize eech of these proposale. I wish only 
to point out thet the majority of ther advocate en alternative development 
strategy capable of overcoming the failure of the accelerated anc polarized 
industrielization strategy. As Stohr and Taylor sey (1981), "development from 
‘below strategies are basic-needs oriented, labour-intensive, small-scale, 
regional resource-based, often rural-centred and argue for the use of appropi 
ate technology." 

It may prove interesting to comment, in passing, on the agropolitan 
rik ra strategy of Friedman and Douglas for its representetiveness. 
Friedmen and Douglas advocate a development strategy for the Asiatic countries 
that will integrate rural with urban development, the country with the city. 

To do this they find it necessary to create local economies, with their ow 
local market, parallel to that of the export economy, internationally comp- 


etitive. The objective of the local economies is the satisfaction of the local 


communities basic meeds through self-centered development and the promotion 


of its own capabilities. Among their proposals, the following stand out: 


As 


~ The creation of agropolitan districts, around tows of between ten 


enc twenty-five thousand inhabitants. Investment efforts should promote sociel 


facilities, infrestructures, agricultural improvements and labor intensive 
light industries, 

- Devolution of power to the locel governments and change within the 
public financial Systen, so thet each district has sufficient eutonomy, and 
the necessary resources in order to undertake its ow developnent.. 

- Agricultural reform that will guarentee e control of the wealth on 
behalf of the members of each local community. Agriculture should be regarded 
eas the propulsive sector of the economy. 

- A commitment by the central government to support the development 
projects with financial, material and tecsnicel resources; to essure inter- 
territorial equity in the allocation of resources and to maintein the macro- 
econonic balance that will allow the syster to work, 

Although proposels such es these are attractive alternetives to the 
traditional policies of diffusion, they have serious limitations thet obeys 
the wealmess of the analysis under which they have been outlined, and they 
are highly utopien. It's not only that the concept of agropoliten development 
is rather embiguous and thet the implementation of this strategy is always 
left undefined; the problem is mainly that this kind of proposel is herdly 
workeble,. 

One woncers how developing countries can finance this type of progran, 
which need large investments in infrastructure, in basic and intermediary 
industries without increasing foreign dependence? How can local economies 
function with a market isolated from the rest of the country's economy, which 
is considered to be integreted within the international economic system? How 
are the objectives of equity and improvement in the stendard of living going 
to’ be achievec? In any case, this kina of strategy is not a vieble proposal, 


given thet it is likely that its implementation would give rise to a network 


bP) De 
of small rural conmunities, with low development levels. - 

In my opinion, the endogenous local development strategy is viable when 
it tries to foment an increase in the etandard of living, without trying t 
isolate the local communities fron the context defined by the national econ 
onic systen. The effort should be focused towards progressive change in the 
productive systen of each local community, on the basis of their own canes 
ies, of their endogenous potential, following a local industriatization 
pattern such as the one that is actually in use in some recently industrializea 
countries like Spain. 

In this context, we can be more precise about the concept of locet 
development strategy: Local development is a process of economic growth and 
structural change that results in an improvement of local populetion stendards 
of living (Coffey end Polese, 1985). At least two dimensions can be identified: 
one, economic, in which local entrepreneurs use their capacity for orgenizing 
local resources with ea sufficient productivity level as to be competitive in 
the merkets; another, socio-cultural, in which local values and institutions 
serve as the basis for the development process. 

Local development strategy should consider a third dimension (Stdhr, 
1985), the politicel-administrative dimension, in which territorial policies 
permit the creation of a local economic climate, protect it fron externel 


interference end favor and protect the development of local potential. 


3- LOCAL INDUSTRIALIZATION IN SPAIN, A STIMULATING EXPERIENCE 


Stohr and others have felt the scepticism of the profesional and inter- 


national institutions when putting forth local development strategy. Neverthe 


less, recent research (Vazquez, 1983; Estudios Territoriales, 1984; ITUR, 1986 
’ ’ 


shows that local industrializetion and development is a reality in recently 


industrializea countries like Spain, 


2 . 
cal development experiences are vastly different from each other, 
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which is why it is difficult to give a definition that represents the vartety 
of cases. When we speek of local development in Spain, however, we refer to 
sets of entrepreneurial experiences in industrial activities. They have 
developed by using the local (mainly hunan end financial) resources, and in 
eny case without the direct intervention of the Administration. They are 
loceted in small rural centers scattered throughout the territory. Small- 
scale rurel firms produce mainly for a merket located outside the local 
comrunity bounderies,. 

In order to know more about locel industrielization in Spain the Inst- 
itute for Territory and Urbanisn (Instituto del Territorio y Urbanismo; ITUR, 
1986) has just finished ea research which permits quantify, to a certein ex- 
tent, the phenomenon, enc define it more precisely. The objective was to 
make e map showing which ere the endogenous development areas and whet is the _. 
specific weight of the local industry. The research was established starting 
fror e set of quantitetive and qualitetive veFiebtad anc incicators, that 
would permit quantify the process that has been previously identified through 
pilot stidies (Vazquez, 1983). To do this, use wes made not only of the aveil- 
able local stetistical information, but elso locel experts helped icentify 
the local industrial experiences. : 

The first conclusion of this study is that locel industrializetion is 
a phenomenon extended throughout Spain (Mep 1). It affects eighty-three dif- 
ferent zones in the penninsula and islands which adjust quite closely to the 
above definition of local industrialization. Industriel employment in these 
arees represents at least a 10% of the active population of Spanish industry. 
The population affected by local industrialization is around 6% of the totel 
population. This is significant, particularly if we keep in mind that the 
criteria used in the reseerch were very restrictive. 

Only municipalities with more then 1,000 inhabitants were studied, with 


the exception of those included within a distance of 70 Kms. of Madrid and 
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Barcelona and of 25 Kms, of those cities with more than 100,000 inhabitants. 
This is too strong a restriction, given that, even in some of the Spanish 
Metropolitan ereas local endogenous industrializetion processes have been 
historicelly identified. On the other hand, only centers with inéustriel 
employment of over 10% of totel employment, and with e mininun of 0.5 Kilovetts 
per inhabitant of power capacity instelled in ea municipality were considered, 
which excludes local development processes that eventually begin or diseppeer. 
Py typifying the local development areas with respect to criterie bah 
as the provincie! industrialization level, the relation to the egriculturel 
sector anc the productive specialization, certain common feetures arise 
(Table 1): A large part of the local development arees are loceteé in provin- 
ces with low and medium levels of industrialization (this result has been 
parcially influenced by the restrictive methodologicel criterie used in the 
research), areas specielized in one industriel activity are more frequent end 
the depencence on egriculture! resources is limited at present (2; of the ceses). 
On the basis of this research it has been possible to drew e map of the 
encogenous industry, thet shows a significent territorial diffusion. Although 
e reletive concentration of locel industry exists.in the Mediterranian coest 
(Gerona, Alicente and Murcie represent the higher levels of endogenous enp- 
loyment), the Basque country (meinly Guinizcoa) and the Ebro Veliey axis 
(Nevarre, Rioje and Terragona), important experiences exist in the inland 
ereas (such as Albacete, or Toledo), in Galicie (Pontevedra), and numerous 
cases in Andalucia (see Mep 2 for the identificetion of regions end provinces). 
On the other hand, locel endogenous industrialization is one of the 
basic supports of the industrial system of important areas of intermediate 
industrielization (Alicante, Gerona, Castell6n, Baleares, Navarra, Rioja) and 
of veek industrielization (Jaen, Albacete, Murcia, Burgos, Toledo, Bedajoz, 


: : Seo rt . 5 ive 
Ciudad Reel and Cordoba), which gives it e strevcec-¢ TO-e In the producti 


structure (Teble 2 and Mep 3). 


116 


ugiped 
pnAuqeled 

wdesJdyL 

wuyay 8] ep LsAcleL 
OUD LYP epPsATBA 


wuedn) upto 
aufupuy oi1eNg a ie 
BOL | pdwed uzueNsts 


UOTIBIFJIH4eAIG 
[8 }4asnpul 


aofewonty 


wvu] 
wPelryases 
edeijsy 
Bue] IT4ND 
eanbyaaqn 
OBvaltiad B92 
Bel quey e4 
sof 90 yal 
CES o wUOX TX 
[¥ey BYUbW 
epeqn 9xn,.P TT8A 
us [ted A 
: nud wpesysy 8 
JoOBUU a add eane 2: 2 uUosIawZT[BTI2edS 
BysaBs aufuy-4109gn oodue) ep sel pns 
imeangus a 1 i ae “ jpunuwse Te FsQsnpul 
ow wuelT [nnd gN Bu0sis 
WL ep TeiouyEnm) wuelt9d wucsstnyD Tl#B4n.Pp Nes 81 Teqsta & 


Teeny ST ¥T¥elvV 


Tlespuea 14 
seloAuu 


}lQuwD &]-serwuT] 
BoI0UEW 
“URAW Ty SOU | | SOS 
une *S ep 4BZYITV 


BATIYX 
Bsoo[y-BPpUuo 

QT 489 }UsY-SOTEUTA 
yOoLV 


UOTIBOFJFe4eAtG 
[e¥}s3eNnpul] 


wETUIeT TOW 
esoly ep UY 


1eureW-B INTO 


enb 
Bf a3 Uoy-UBf owe cGpauiviaae tee ae 14 
ufeg even BeIg-vO9NITI \BeE}S BT wp FeUB{UTNO 
BIlY BBA quaT {pred : " uORe ZITY}2eds 
eatef lop alte 1a23ed-¥pta SauelTequd SOT ep Bela BAT aS ¥1I 
Bw {UBD queAuy yuo BINndes ep BUTIOW 2 SOGuy—-wBORIOL TepNenpul 
LV @P a3ue2IA °S 83UD-JeNnBelped 01Q3 ep B4eQty Bucsas 


Opesey-ByoquBs 


ug4tOW ABT TensodweD) BUuypeW 


sandu] 


quvpuedep UON 


qUspuUsdep UON 


ene = 


6 


S¥ady JUeWdO[eAeg [¥I07 JO UOlaBOTIISYID 


[BINA [No};aBy 


[BOO], UO sedUepuedeg 


S4lli‘lv 
-JloOlLWiA 


svauv 


uo} UzZy el4genpul 
Tepyouyaoud JO [ere] 


80128683 B02 OP 208g 98) fg 


7 ) no 


eyisese, GP BED OH 


eviuvaunvs 


epeccse 
ee s yi “2 hy emacs . 
; e* *« apor : : ret? *s 
e *. earn 799 m aad 


G4 


sauvaive | 4 298 
a . €— i —“\Ecniaaeial (cme | | iseeetd Vendo vmansxa * 


eos0eps he 


a 


20100106 


5 


7 
[ eecenmerpse 
3 a 


ojagdes , 


deve 


he) 
%, * 


PUOPOIIOA i ° 
nOat'+-wIWs.eve 


a a e 
+, y0Ue1Rg *. 


"tee 


“+. 
. 
eocern: 
ou . e 
OO eeescocas,, 
. 


« 
se6.n6 


eh Breen 
VIdITVe 


NIVdS 4O NOISIAIO VIDNIAOYd ONV TWNOISSY 2 dVWN 


118 


ea Tory 
BoueNy UTTFA9S 
vref epepen VPOUS TBA 
Teniel wUOTe0.1eg 
Boseny seTanasy co 4G usYyy sue] 


BrTray 
BiCHSzZ 


ZEPYO 
PF TOP? TTPA 


BUGF BITE], 


BE OVVIVZ 


BrpeAs 3 H0d YG pue “CL UeGnQed 


BYNA) 


BoozndEng 
VPAQVIULD | 


BQ OPs9) 
tofdped 
Ope [OL 
vfory 
8 03 ng 


4G pue Sc Woon yuu 


BIIVABN 


YG¢ uBYyy CLOW 


BPI 
@23uUsB OT LY 


ug TTe2 8D 
wuo0te) 


soofoTdue svefoTdwe 


seeXko Tdue seefo [due 
[eyaAzenput | Tefizenpuyt [8 FiysnpuTy [#8 FipsnpuT svefoTdwe quewXo jdwe 
000'Sz } 000*$z pus | 000‘05 pus 0004S puw T#}i7.6n put Tepszenpuy uz puowfoTdwe 
000°¢Z ueenzeq {OOUS00L UeLnQey {OLO*%OOL UWYy vtow iunoueJOpue TwOOT JO quLe dog 


umyy s8eT} O0010S YEHNnz0Q, 
JA BooUTACIg | YYTA soouyaold 


UyTM YuoUTAOLY UYTN BYeoUTAOL 


YUZTN GEOUFAOLd 


TONTAOUd NI LNYWAOTdWa SNOMMDOdN TVOOT 


i 


C WT 


LOCAL ENDOGENOUS EMPLOYMENT IN PROVINCIAL INDUSTRIAL EMPLOYMENT 


MAP 3. 


119 


| L€88 THAN 8% 


a 


Th BETWEEN 6% AND B% 


¥ 
x 
& 
« 
¥ 
2 
ae 
' 
-- 
* 


2 
a 
=z 
=x 
= 
- 
fe! 
r 
© 
S 


iTuR, 


Mw 
© 
© 
> 
2 
) 


120 


Besides this, the research has shown thet local enterprises produce 


e wide range of mature sndustriel goods fror food products, textiles, furm 


iture, shoes and ceramics to machine tools, eouipnent and plastics. Locel 
industrielizetion is based on small and medium-sized production units, with 
an important contribution mede by family-run and cooperative enterprisese 

The number of local firms in any one erea Or mumicipality veriese A 
high concentretion of firms have been founc in some ceases: more than one 
hundred firms in the Alto Deva, Olot and Ribera del Ebro, and more than two 
hundred in towns like Ubrique or Yeclae The local firms’ average size is 
ebove that of the national average (fourteen workers per firn, according to 
the 1978 census) as shown in the cases of Arnedo, Bejer, Santone end Sonsece 
(local firms' average size between 24 and 45 workers by firm). But in the 
cese of Mahon , Ubrigue or Yecle the local firms average size is under the 
national everagee | 

How did locel industrializetion begin? Which are the factors thet heve 
fevored local development? Local industrielizetion is a process, whose birth, 
development and maturity is based on a conbinetion of causes thet go fron 
necessity (case of the Vinalopd Velley in Alicente, where during the nid I 
century phylloxera distroyed the vineyerds,the main productive activity of 
this area), to the availability of naturel resources (case of Olule-Machael 
with nerble) and/or good locations (case of Arande del Duero, traditionel 
merket center in Castilla). As previously mentioned, ell of these processes 
have sterted spontaneously without public intervention, and contain both an 
economic and socio-cultural dimension. 

The locel industrielization process begins with the transformation of 
traditional productive system. The existence of a certain entrepreneuriel 
ah en abundant enc cheap labor force, a consolidated social structure, 
e practical knowledge of products and markets, the eveilability of some 


6evings comin 
g g from the entrepreneurs' previous activity (agricultural and/o: 


12] 


commercial) and in certain C&5CS, & good location; allows the inéustrializa- 


tion process to etart, and so, Satisfy a need for change that ves felt at the 
local level, Occasionally, the process has been favorebly influenced by the 
fect that local resources vere highly valuec vithin the merkets (Vazquez, 19£3). 

The birth and continuity of the endogenous industriaelizetion process 
requires an active and creative attitude on behalf of the local entrepreneurs 
which pernit them overcome the obstacles thet the process undervey implies, 
in any case, the existence or creation of ea (local, regionel and/or natione2) 
market is a necessary condition for maintaining the development process. It 
is precisely its capacity of adapting to chenges in the Gemanc, and its ans- 
wer to greater competition within the markets, which hes pernitted the locel 
firms’ systems to adjust reletively easily, when the initiel econonic cond- 
itions heve been substentially transformed. 

Today, locel firms are present in netional/interneationel rerkets with 
@ large renge of products and they are competitive with the fircs of both 
developed end new industrielizing countries. Nevertheless, only e few firns 
within each zone produce for internationel rerkets, except for more develozed 
erees such as the Alto Deve, Santona, Illueca-Prea, Ince or Elche. The voluze 
of exports is not usually above 20% of locel production, and freouently, only 
reaches the 10% mark. 

Moreover, we must add thet loce! industrialization hes developned only 
in areas with important socio-cultural features. We can mention, among others, 
the following: In the first place, a strong and profound sense of both locel 
identity and of pride in their own culture and traditions; secondly, the 
recognition of local initiative and entrepreneurial capacity es a positive 
sociel value within the commmity; furthermore, the existence of traditional 
fenily structures with strong inter—generational ties, that makes the fanily 
an ‘naoits and lebor unit (the basis for sevings generation and the maintenence 


‘of relatively low weges); also, the existence of a social organization in 
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vhich commercial exchange and monetary relations have beer sufficiently 


well developed. 
4. RURAL SMALI-SCALE INDUSTRY AND SPANISH INDUSTRIALIZATIO} 


The Industrial Revolution in Spain hes been a long slow process, of 
which the initial steps may be placed in the second half of the X14 centurye 
It begins with the formation of the nationel market and with the attennt to 
forn an industriel market. It is not completed until the seconé helf of the 
XX century, however, when strong economic growth rates and structurel changes, 
ere produced, favored by the interaction between endogenous enc exogen’.s 
forces in the process of capital accumulation (Fua, 1980). 

The role pleyed by local industry within the industrielizetion process| 
in Spain has not yet been studied sufficiently, due no doubt to the negetive 
effect of the nodernizetion theory on the studies of economic history in 
general (Mendels, 19&4), anc the predominance of quantitiative espects in 
the definitions of industrialization (Crouzet, 1975). Despite this, an 
attenpt can be made to relate small-scale industry in rural erees to the 
Svenish industrielizetion processe 

Spanish industrialization begins before the diffusion of the factory 
system in the Spenish economy, under the cloek of diffuse industry in rurel 
erease Carande (1977) pointed out that already in XVI century Castille, the 
menuracturing activity wes spread out in the countryside. The trensfornetion 


when in the lat ‘ j ; 
e tate XIX century machinery is introduced in the Spanish productiv, 


ena so become one of the pillars of the Spanish industrial t 
Systene 
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i) From Rural Industry to Locel Industrialization 

During the XIX century, the formation of the national merket in Spein 
tekes plece with the loss of the Colonies and the construction of the radiel 
Byster of reilroads (initiated in 1£47) and roads. The basis for the iron 
anc steel industry are laid dow (at the end of the century in the Basque 
country) as well as for the transfornetion industry, though the most dynamic 
sector is thet of textiles, mainly in Catelwie (Tortella,1975 and Nadel, 1973). 

Though the process of industrielizetion tekes on e strong impetus in 
Spein during the 1870's (industriel jump), the industriel sector is of little 
importance at the end of the period. Following the census, in 1900, 68% of 
the active population was employed in the agriculture] sector, while 16% was 
in the industrial sector. Nevertheless, smell scele industry and decentrel- 
ized industry in rurel areas was very important during this period. 

Before the Industriel Revolution took plece in Spein, an importent pert 
of the rure? population worked in the production of metallurgical products, 
textiles, or leather transformetion, using menuel production methods for 
their leter sele in non-local markets. In these cases, the work in rurel 
menufacturing was frequently on e part-time basis with agriculture. The 
Spanish experience adjusts quite well to what has been termed by Mendels 
ens others as proto-industrielization. 

Many local industries in Spein heve etergeé as rurel industrial 
activities, even though the origins of locel industrielization only go 
beck to the previous century. Thus, of the twenty-one cases studied in 
the ITUR report (1986), fourteen began their industrielizetion process 
before the XX century. We cen mention, among others, the following examples: 
Tne elaboration of chocolate pastries in Aguilar de Campoo, begun at the enc 
of the XIX century; steel weapons production in the Alto Debe since the mid 
iL century; the creetion of the first textile factory in Béjar in 1784 


(Jewish henéicraft); gold and silver work in Mehon during the first 


helf of the XIX century; leather trensfornetion started in Ubrique 
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during the early XIX centurye 
During the XIX century, & lerge part of the Spanish rurel industry 


adjusted to the putting out system, as is shown by the textile industry. 
Pascual Madoz identified 13,121 looms for weaving throughout 3,117 municip- 
elities (of a totel of 9,000) heving sone textile production in the mid ZIk 
century (see Mep 4). Often, these textile activities tended to disappear as 
the fastary syster was adopted, as happened in the case of Galicia, where 
Guring the mid XIX century sore textile activity was recorded in 923 towns, 
the greater pert of which disappeared during the first third of the XX 
century. In other cases, however, industrial activity focused on small 
scale firms within rural centers (Morelle, Segorbe, Alcoy or Elche, in 
Velencia; a third of the two hundred villages of Catalwia). This gives rise 
to industrialization processes in these areas (Aracil end Gercia~Bonefe, 1978) » 

Among the factors that favored the transformetion of rurel industry : 
into a process of industrielization in rural ereas are the following: the 
existence of e local industry previous to the introduction of the factory | 
systen, the development of commerce (inter-regionel enc with the Colonies) 
of local products during the XIX century, the transfer of resources (finen- 
ciel and humen) fron the agriculturel end commercial sectors to rural indus- 
try, and the lete formetion of the highly protected industrial market. 

ii) The Formetion of the Industriel Market 

Apart from the consolidation ef the netional market, anc the introduc 


tion of the capitalist mode of production within-the agricultural sector, 


whet really defines the first half of the xx century is the attempt to devel- 


op the industrial market. The expansion of the means of transportation, the 

reinforcenent of protectionism (teriffs of 1891 and 1906) snd the autarchic 

economic policies broadened the industrial product merket but the attempts 
, 


feil due to the lacl: of competition, the leck of sufficient domestic sevings 
anc the difficulties generated by political disputes 


and the Civil War (Twidn 
1951). 
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But, elthough in the early 4950's the Industrial Revolution was still 
b 


ind ze sheve in a 
not completed, the Spanish industriel space started to take : 


"nodern" sense, with the concentretion of the new component of the industriel 


systex in the urban arees anc the consolidetion of ciffuse industrialization 


in rure! areas. 
The Spanish industrdelizetion process takes on new strength during 
this perioc. On the one hand, during the first thirc of this century, the 
lerge number of snell firms born in the Basoue country during the decades 
1880 and 1€90 geve rise to important sidcerurgical, neval and metel transform 
ation industries. They profit from its mining resources, financial means of 
the new banking systen (built up after the loss of Cube and the Philippines) 
and the Eedene of foreign technology. The Catelonian textile industry is 
stecnant et this time, due to the loss of Latinamerican merkets. On the other 
hané, the State begins to play a decisive role in the industrielization pro= 
cess, mainly after the creation of the Netionel Industry Instisute (Instituto 
Kacionel de Industria) in 19416 
A strong spatial concentration of the industriel activity (within 
lerge plents) took plece during this period. Perpifie Grau (1936) pointed out 
thet during the 1930's there were serious tendencies towerds concentration 
in € snell nunber of centers (very impvortent in Barcelone, Vizceve end Medrid; 
inportent in Valencia, Guipfizcoa end Asturias, and less important in Santender. 
Vigo Alicante end Malaga; and on a secondary plane in Seville, 


Cordoba anc 


Zeregoza). The concentration process was based on an autarchic industrial 


enc commercial policy, on the existence of Short industrial merkets, due to 
; 


the low income levels ané to protectionist policy, end on en expensive and 


deficient transport systen, 


Nevertheless, the processes of consolidation of 


rural industry and 
the ceindustrielize+} a ; 

~oweenGh Of TUral areas continuec. Some smell local industries 
— — ie ? 
born during the previous period 


—s 


» Were adepting very well to the technological 
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change that was filtering dow tovara the Spanish productive systen. Local 


firrs introduced modern Machinery and produced nev goods. Despite this, new 


industrielizetion processes in rurel arees appeared as well. As examples of 


this we can mention the cases of the birth of the wood transfornetion indus- 


try in Lelin end Barre de Mifio in Gelicia anc Yecle in Andelucia, or of 


merble trensformation in Olule-Macael during the first third of the century, 


enc the starting of the cooperetives in Moncragén and Guissone during the 
fifties, 

The locel industrielizetion process continues during this period, en¢ 
the new system of urban firms overlap the trecitionel syster of local firns 
because of a set of factors. On the one henc, the new products of these 
urben firms do not exclude the products of the rurel firns from the nerkets 
beceuse the domestic demand grows slowly due to the low incore levels enc to 
its bad distribution, end also because transport costs made the urben products 
significantly more expensive. Furthermore, en in>ortant pert of the new 
urben products (navel industry, siderurgy or metal transfornetion) neke up 
@ renge of products different fron traditional rural goods. Lastly, the 
raciel cheracter of the transport system fevors mainly the exchenge between 
the large cities of the network; but this fact and the deficiencies of the 
comcunicetiore allow the locel firms to control important regionel markets. 
4ii) Modern Economic Growth 

During the last thirty years the Spenish economy has achieved what 
Kuznets has called "modern economic growth." 1% has passed through two well 
differentiated periods. The first, (up to 1973/75) was one of growth (annuel 
GDP growth rate of 7 per cent during 1961/74) and structurel change. The 


second (from 1974 onwards) is a period of crisis (unemployment rate increesea 


progressively from 1.67: in 1974, to 22% in 19€5)-6 


Tne fectors explaining the Spanish industrial ceveloprent anc the 


1970's crisis of the industrial system, and the transformetion of industrial 
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space have been studied elsewhere (Vazquez, 1986). What should be stressed 


here is the contribution of snallescale industry in rural areas to the trans-~ 
formetion of the industrial system in Spein. 

Above all, it should be pointed out that rural areas begin to be of 
interest as possible plant locetion since the eerly 1960's. The (lerge) urben 
industrial firms of the developed regions begin to increasingly eppreciate 
locetion in diffusion regions and in non=netropolitan areas as e result of 

the progressive cost increase, the appearance of agglomeration diseconomies 
‘and the "liberelizetion" of the econonic policye The process takes on special 
force in the early seventies es a result of the changes in the denand of indus- 
triel products, the large increase in production costs and the increasing 
growth of modern services in the adjustment of the last decade (Vazquez, 1984b). 

The industrial diffusion process, however, is due not only to the func 
tionel or productive decentrelization or urban firms' activities which adopt 
e new location strategy. It is also due to the strengthening of the local 
industrielization process in rurel areas. 

The "liberalization" of the Spanish economy anc the widening of the 
hetional market allowed local firms to use the existing potentiel within rural 
erees and attend national end foreign markets. In the sixties and seventies 
_ the competitive advantage of rurel firms was basicelly due to the lower prod= 
uction costs in rurel areas. The favoreble conditions of the Spanish and 
international markets and the dyneniss of locel entrepreneurs allowed the 
smelt locel firms' systems to strengthen despite the fact thet economic end 
sectoral policies favorec industrial concentration in only e few urben centers 

During the last decede the system of local firms took 


on @ greater 


monentun, not so much because thé industriel crisis and urban deterioration 


geve e differential value to this industrielizetion pattern, but 
its better 


because of 


enterprises , 
prises heve chanred their strategy. They no longer base their comparative 
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edventare on lower production costs, but on the differentiation of production 


ens in the production of nev goods, 
iti 


The increase in local enterprises compet - 


on and lebor productivity hes been Possible thanks to the introduction of 


nev technologies into the production process and the transforretion of the 


plents' orsenizetion Systen. 


The leading local firms are more competitive when markets chenge quickly 


(such as clothing) and a territorial or functionel segnentetion of denend 
exists. All firms are not successful in adenting to the new conditions. In 


those cases where firms have been incevable of achieving the necessery chenges, 


we can observe processes of deindustrialization. Frequently however, the basic 
factors that have favored the stert of the locel industrializetion process 
heve propiciated the surge of « new industrialization process, either linkeé 


to the previous process, or not. 
5e ovnOLOGICAL CHANGES AND LOCAL INDUSTRIALIZATION 


One woncers if the local industrialization model continues to be useful 
tocey? Is loce! Gevelopnent ea process that can meke up one of the structural 
chense strategies of the Spanish econory? Or is it e phenomenon thet hes 
chengec leef in the past decade only to disevoear in the new phase of the 
- econozic cycle? 

It is no doubt resh to put forth a jucgenent es to the future of e 
process so complex eas thet of local developnent. We can nevertheless explore 
its ture fron the perspective of todey's technological change. Although 
locel industry is often shaved by labor intensive activities, locel developnent 
will undoubtedly be feasible if technological progress is introduced into the 
systex of local industry. But, are locel firms cepable of adopting and adapting 
new technologies? 

The anelysis of case studies of local industries shows the penetretion 


of modern technology within the locel enterprise systems. Leaving aside the 


XVI. 


130 


outstanding fact that the more dynanic locel firms todey have improvec their 
cormunications systems (through the sntroduction of the telex or the connexion 
See, tik adeiaeasi InternetsOnal’ debe: Benepe “We-CHCle eee ee the adoption 
of new technologies in production processeSe It should be stresses, however, 
thet local industrielization is largely besed on the adaptation of technology, 
and recently, even on the Noreation" of modern technology 

In the Alto Deve, in Lelin, in Olot, in the villezes of the province of 
Alicante or in Puente Genil, firms thet-ere leaders in the mechine tools, 
clothing, plestic extrusion, toys, shoes ene industriel pastries industries 
have abandoned old fashioned production processes and heve introcuced modern 
ecuiprent, often numeric control machines. If the new communicetion technolo- 
gies heve improved the accessibility of local systems, the application of the 
new production processes have increased lebor productivity anc heve improved 
the local firms! conpetition within the merkets. 

Beyond this, in clothing menufacturing, nechine tools anc extrusion of 
plestics the plents procuction function is ever more closely aderteca to e 
multi-product function syster, thet will ellow firrs diversify their products 
en= ettenc Gifferent markets for severel final products. Untoutteciy local 
fircs ere more efficient; but the introduction of new technologies in the 
procuction process also ellows ther product goods suitec to customer cerend. 


rr. : wi . = * “ * . . 
This hes elso given the firms e greater flexibility which mekes then more 


profiteble and more competitive. 


A mejor question in locel development is certainly the choice of tech 
nologies that will permit ean efficient use of the aveilable locel resources, 
enc et the same time, be competitive within the products merket. According 
to Morewets (1974) there are three possibilities: to import it from abroad 


through transfer of technology, generate it locally, or adapt the technology 


eveilable in another aree to _ C Tre 4 
locel needs, Treditionally, local entrerreneurs 


have sought to use production methods fror abroac, but they heve often been 
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cepable of adapting it to the local production needs by introducing sie 


chenges in the more or less modern machinery, 
While visiting toy firms in Alicente, plastic transformetion firms in 
Olot or industrial pastry plents in Puente Genil, one realizes thet e large 


pert of the machinery in the more modern plants heve Germen, Itelian or 


Japanese patents. Leading entrepreneurs are proud of their nev equipment, and 
painstekingly describe how they heve hed to transform the orgenizetion of the 
production process, and even the distribution of the machinery within the 
plent in order to make production more efficient. The Mejority of local entrep . 
reneurs, however, use foreign (as well eas Spanish) machinery and production 
methods, often somewhat outdated, and et times even second hanc. 

With this same enthusiesn, however, locel entrepreneurs show the me- 
chines in use, old or modern, which they or their technicians end/or skilleé 
workers have designed or adapted. Occasionally, local firms need to fill 
orcers for a new product, or must improve productivity in order to continue 
being competitive within the market and cannot change their touipment quickly 
enoughe The lack of financie! resources, the lack of informetion about the 
nex eouipnpent markets, or the need for ia tenses use of locel resources 
press them to look to themselves and their ow cepecity, to their own engin- 
eering knowhow ané so transform e piece of available mechinery or ecuipment 
in the plant, or design a new one, in order to overcone the situetion. 

Some neo=Schunpeterien economists, on finding out that locel entrep- 
reneurs ere more eadepteble than innovative with respect to technology, react 
negatively and scorn the results obteined. My intention here is not to crit- 
icise this neo-Schumpeterian point of view, or to discuss Schumpeter's concept 


of the role of innovetion within the economic growth processe I wish only to 


recall Rosenmberg's (1976) emphasis on adaptation of technology in economic 


cevelopnent processeSe 
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We ere witnessing an importent chenge @uring this lest decade in the 


* I 2 > i 
beheviour of locel firms in Spe-n, thet hes given rise to the creation of 


e er - - ye] = = 
Reseerch and Development Centers im +0CE+ Gevelopment areas, Gecicatec to 


innovetion, design and quality controle Sone heve already achieved importent 


“+ . ? al . rd 
results, as happens in the cease of Ikerlan in Mondragon, ITEP in Mehon or 


Inescom in Eide, Arnedo and Inca. 

The best Imown cese is that of IKERLA: (Thomes end Logan, 1962), e 
cooveretive of the enterprise systen of Mondregon thet undertekes reseerch 
eni developnent. Anong their activities stands out the identification and 

captetion of technologies, innovations, the diffusion of technology to the 
production coozeretives of the Mondregon group and personnel treining for 
firns within the group using new technologies. 

Pertly finenced by the Basoue governnent, the Stete Administration, 
the Monéregon Group and by the clients themselves, its most inportant fea- 
ture is thet it develops specific projects in the fields of electronics, 
rschanics, dete inforzmetion and production systems, directly releted to the 


, 


specific neecs ofthe local firms. Whet elso stands out is the development 
of innovetions in the field of robotics end nuneric control mechinese 

If the need to solve technicel problers ané increase competition and 
procuctivity on the pert of Mondragén's cooperative firms geve rise to the 


creation of IKF r. 4 Sanay * ; 
f IKERLAN, the urgency for Overcoming problens related to glues ana 


Leather , A : . | 
cher for the shoes exported and returned from the U.S. induced local 


entrepreneurs in S14 San 
& to create INESCOP, Thus began, in the lete seventies, 


vne Research anc Developnent Center of Elda, initially financed by local 


envrepreneurs, and leter by clients and the Ministry of Industry. Its activit- 


ies have evolved fron Quality Control of products end raw materials to the 


r u 7 C&L chan 4 = within th 
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7 4 5 , - ~ 
enverprise syster speel:s for itself, The major factors of the locel industriel 


izetion process (locel entrepreneurship, the locel communities cepacity for 


solving their own problens, industriel culture) are ever present in local 


econories and > . j j 
push then forwaré to adjust their productive structure to the 


sawacenidha4 } : ; 
onditions of the internetionel econonic 6ysten. The locel enterprise 


Systexs show @ capecity for developing old/new products with new technologies, 


eno besin new activities es well. In other words, the industrial centers in 
rurel areas may essuse new functions within the internetional (or nationel) 


Givision of labor, 
6. CONCLUDING REMARKS 


This peper hes shown that within e national econony severel paths of 
growin cen be identified. Local industrielizetion can become a developnent 
stretesy but it will teke cifferent forms, eccording to the concitions of the 
Derticular loce! econory. Tne reeson is thet any locel erea is product of its 
own history and the new rouncs of investment have different implications for 
aifferent productive structures. 

| Tne Spanish experience shows thet the Industrial Revolution was comp 
leteé not only through the (large firms) polarized urban/industriel growth 
mode, but also through the Cait firns) diffuse rural/industriel growth 
moce:. At the present tire, industrial growth continues in rurel ereas because 
locei firns ere able to introduce new technologies within the procuction 
processeSe 

Tne problem is to desigm a long-tern strategy for local development. 
Svein cennot serve as an example, given that local industrializetion took place 
Bbepite the fact thet the State's policies favored the traditional concentration 
diffusion model. In any cese, we cen say that the overleping of at least two 


a Ae Ag jit bang 
Gevelosnent models esk for a complex systex of objectives end of policy 


instruments (Vazquez, 1956b). 


134 


If both these S aae are to shape developnent, the econony's systen 
of growth objectives must changes The maxinun growth objective o- the funct- 
jonal peradign should be subnitted to the linitation of satisfying the locel 
communities needs. Polarized developnent's objective should be changed for 
thet of diffuse development. Faced with the fact of centralizec, hiererchicel 
grovth, the loca’ and regional communities potential should be fostered es 
well as its perticipetion in the control of productive spbteesee! 

I? the development objectives change, 50 too should the instruments 
and the agents of local development strategy changes On the Se hend, only 
those actions focused towerds the mobilization of their own resources would 
be valid, and therefore, to the development of the economic, sociocultural anc 
politico-administrative speenetons of local development. This however, would 
“meen accepting the fact that when the market mechanisms function, as happens 
in the cese of locel industrializetion in Spain, it is not advisable to 
interfere and that the enterprises! services woule be promoted end managec 
by the entrepreneurs thenselvesSe 

This does not erase, however, the responsibility of public institutions. 
As Coffey and Polesi (1985) point out, public involvement is necessary for the 
preparation of the institutional and economic environment thet allows endo- 
genous development to begin in the areas, stimulating local entrepreneurship 


through sociel animation,. information and finencing. 
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1, Meaning of the Concept 

Anything fundamental constitutes the foundation, basis 
or groundwork ot a system. Accordingly egricultural funda- 
mentalism asserts tnat agriculture is the foundation of all 
Cconomic activity. It also assumes that the quality and - 
Character of population depends on its rural origins. As 
such it represents a school of thought with a specific 
philosophy. Its logical policy implication is the advocacy 
ot the interests of tarms and farmers, In the context of 
economic planning, it stands for first priority to develop 
Sgriculture and to promote rural prosperity, The interests 
of farms and farmers constitute a dominant viewpoint for 


evaluating various social problems, fhe Concept encompasses 


all issues of the rural people. All theories that originate 


from agricultural factors postulating the importance or 


superiority of rural life constitute the doctrines of agri- 
cul tural fundamentalisn. 


Agricultural fundamentalism has a number of basic ideas, 


Its economic fundamentalism has been succinctly stated on 


the seal of the United States Department of Agriculture: 
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seji-reliant and geli-employed, It is also argued that farm~ 


ing is a divine calling. oa and man work together to meet 


the physical needs: od mankind. In the words of Jefterson, 
"“Parmers are the chosen people ol Gou. "m9 Jetrerson, the 
cultivators of land were tne most valuable citizens, they 
were “the most vigorous, the most. inde pendent , the most virtu- 
ous, & and they are tied to their countxy, and. wedded rie) its 


nd 
Libe rty and interests by the most lasting bonds. 


Moreover, farmers consti tute a bulwark tor social stabi- 
lity. They are assumed to be more industrious, less greedy 
and un-sopnisticated. As they are Less ambitious, they téad 
a contented lite. With their typical sense of contentment, 
cheertul natural environment, seli-sufriciency, and epee? 
knit happy famity life, they are relatively immune anda in- 
vulnerable to the appeals of radicalism, revolution, foreign 
ideologies and violence. As contrasted with the life of the 
hunter, nomad and city-dweller, farming life is considered to 
be the ideal human condition and the farmer's influence will 
be dominant in the best-ordered society. It is well-known 
that agriculture represents not only a predominent occupation 
of people in underdeveloped countries but also a culture by 


itself firmly rooted in the institutional set-up, 
RR RT RS ER I EE SN A a ert meat wameoneereeaaraerennn ey eet A AE TE A EY oe SS SS Pee Se epee eee 


1. “Journal of Farm Economics", Vols XBIV 1962, p. 1205 
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The ideas which formed the intellectual and emotional 
bases of agricultural fundamentalism have deep roots in human 
history. For, mankind throughout most of its existence has 
been either pastoral or farm people earning livelihood 
directly from earth, The shift to industrialism and urban 
living is of recent origin, almost a current development when 


considered in the correct historical perspective. 


2. The Physiocrats 

The physiocratic doctrine constitutes the begining of 
agricultural fundamentalism. The physiocrats discarded the 
mercantilist belief that wealth and its increase were due to 
exchange. They transferred to the sphere of production the 
power of creating wealth and the surplus which might be avai- 
lable for accumulation, The central point of their analysis 
was the search for this surplus end they formulated three 


basic tenets. 


The first principle ot- physiocracy is that agrieul ture 


is the only productive industry and consequently the source 


of all wealth for the economy. Agriculture is only capable 


of creating @ surplus, for the labour employed therein pro- 


duces more. The amount ot food consumed by the worker plus 


what is used as geed is on the average less than the amount 


of produce raised from the ground, Hence the labour in 


agriculture is only productive, all the other labour employed 
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in industry and commerce is sterile beoause they produce no- 


net product, but only change the form or the title to the 


wealth produced by agriculture. According to Turgot, "What 
the agriculturist's industry causes the earth to produce be- 
yond his personal wants is the only fund for the salaries 
which all the other members of the society receive,’ It 

means that the number of those engaged in industry and trade 
depended ultimately on the amount of subsistence which those 
who worked on the land could raise above their own require- 
ments, The degree of higher productivity of labour which made 
surplus possible made its appearance in agriculture and this 
surplus is a gift attributable to the productivity of nature 


and not to the productivity of labour. 


The second tenet of physiocracy was the beneficient role 
of natural order, Agriculture is in accordance with natural 
order deriving the frueee of earth as given by God, whereas 
the products of the art are made by man who is powerless to 
create, Physiocrats believed that human society is so ruled 
by natural laws that state-craft cannot alter the operation of 
those laws under any circumstances, The laws established by 
a benevolent providence for the good oi mankind were so clearly 
evident that it should require only a little reflection to 
recognize them, The essential aspects of netural order were 
the right to enjoy the benefits ot property, 


to exercise one's 
labour and to follow one's se] f-interest, 
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The third principle ot physiocracy is laissezfaire policy 
that state should not interfere with economic activity. As 
agriculture only created surplus value in conformity with the 
benevolence of nature, any interference with the natural order 
will lessen its contribution, Economic liberty is necessary 
tor agriculture to encourage the production of surplus which 
makes a prosperous €conomy possible, Thus tree trade within 
a nation and between nations is required, Any state interven- 
tion to promote industry or commerce will not be fruitful as 
those sectors do not produce a surplus, it only makes produc- 
tion more cumbersome and less economical. Hence intervention 
in any form is not desirable and it must go. Physiocracy was 
indeed a French revolt against Mercantilism, emphasising raw 
produce or real wealth against money wealth, a reaction against 


the abuses of State interference advocated by mercantilists, 


3. Adam Smith 
Although it is difficult to assess the exact impact of 


physiocrats on Adam Smith, the father of political economy, 
according to Cliffe Leslie, the three fundamental conceptions: 


(a) that of natural rights, (b) that of a beneficient provi- 


dence, and lastly (c) the idea of laissez-faire derived from 


the doctrine of self-interest and the reaction against govern- 


ment interference "“Pormed the groundwork of the political eco- 


" 2 
nomy of Adam Smith and physiocrats . 
——— ns 


In view of the essential 


_ Se ieee 


ES 
—s 


2. Haney, L.H.: History of Eoonomic Thought, 1949, D2 te 
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similarity in the political and economic climate in which 
Adam Smith and the physiocrats lived, it is not surprising 
to find that the general outlook of Adam Smith was not 
essentially aifferent from the views ot the founders of the 
Freneh political economy.” Smith's application of naturalism, 
his optimism in the role of invisible hand and his attack on 
mercantilisn made him a greater champion of laissez-faire than 
the physiocrets, Adam Smith stated that it wes a mistake to 
retard commeree and industry for the sake of agriculture. 
Consequently , agricul ture dia not occupy the specially exalted 
position which it enjoyed in physiocracy. Nevertheless, Adam 
Smith considered agriculture as more productive than commerce 
and industry, because the torces of nature labour along with 
men.. Although he advanced the physiocratic principie of laissez- 
faire, he believed that this would result in competition between 
emall entrepreneurs, The physiocrats were in tavour of large- 
scale farming on the eiitien that it was more efficient and 


productive, 


Adam Smith indulged in the contrast of natural generosity 
of farmers with the ugly self-interest of those engaged in 
commerce and industry, in spite ot his belief in the principle 


of seli-interest as the fundamental force of society and as 


_ the chief motive in life. He also agreed that investment in 


er nr ne ee 
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3. Eric Roll: “A History of Sconomic Thought", p.144, 
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agriculture was quite in accord with the éeneral interest of’ 


Society, Moreover, he stated that agriculture was the most 
productive incustry, Hence, he may be considered to be an 
agricultural fundamentalist, although his economic policy 

proved to be more conducive to the rising industrislism in 


view of the Contemporary economic Situation, 


4. Thomas Robert Malthus 
The Malthusien doctrine algo represents agricultural 
fundamentalism as it postulated that Tooa and agricuiture are 
the crucial and Controlling elements in the economy and 
Society. It befell a hitnerto unknown English clergyman, 
T.R.Malthus, to rorce the attention ot the world upon the popu- 
lation probleiu as a reaction against the optimisn ot physio- 
crats who saw @ great natusal asset in an increasing popula- 
tion and Adam Smith who was interested in a large population. 
On the basis of his enquiry Maithus was forced to conclude ; 
that population has a tendency to increase in geometric ratio, 
whereas tood production has a tendency to outstrip the produc- 
tive power ot the economy. Theretore, population is necessarily 


‘Limited by means ot subsistence; if the means ot subsistence 


increase, population increases. The problem of excess popula- 


tion will be obviated either by positive cnecks like wars and 


famines raising death rate or by preventive checks like moral 


i 
restraint and vice by reducing birth rate, Maithus thought 
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that the only means of keeping population within the limits 


of subsistence were vice and misery and thus he projected 
pessimistic outlook reversing the old optimism. The real 
basis of the population theory was the agsuuption ot diminish- 
ing returns in agriculture. Turgot's statement that a doubling 
of the capital invested in agriculture would not double the 
yield was understood as a law peculiar to agriculture, As 
population increases, food production must be increased either 
thorough extensive cultivation or intensive cultivation. In 
either case, cost of production will increase due to the dimi- 
nishing returns, Hence, the ditticulty of providing sub si s- 


tance to a growing population is obvious. 


While the population theory gave rise to much controversy, 
credit goes to Malthus tor bringing population problem within 
tne field of social science and tor being the real tather of 
modern population study. He drew pointed attention to the 
fundamental bottleneck of tood production in relation to popu- 
lation growth which is now pestering sep re) underdeveloped 
countries in the world. I1f physiocracy is @ positive assertion 
of agricultural fundaméentalian, Mal thieaend on constitutes a 
negative exaltation of the same doctrine, Indeed, Malthus was 
an advocate of feudal interests, Malthus also argued that 
landlords are an asset to the economy as they facilitate effeo- 


tive demand for goods am services and avoid the onset of gluts 
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9. David Ricardo 
Although David Ricardo, friend and Contemporary of 
Malthus, was more Malthusian than Malthus himself in the 
application of the principle of diminishing returns to egri- 
Culture and the law of Population change, 


focussing attention 
on the increasing cost of foodgrains as a historical law, 
acquitted himself as an industria] fundamentalist, Ricardo's 
treatise on politica, fconomy was essentially an analysis of 
agricultural economy with a passionate plea ror the solution 
of obstacles arising from that sector to the growing industria- 
lism, As population increases, tne demand for toodgrains in- 
creases, But the law of diminishing returns pushes up the cost 
of food production. Consequently prices rise, wages rise, 
industrial profits fall, capital formation slows down, statio- 
nary state occurs, Free trade and repeal of corn laws as advo- 


cated by Ricardo facilitate cheap import of foodgrains, lower 


cost of subsistence, lower wages and higher industrial profits, 


greater capital formation and rapid progress of industrial 
economy 
Although Ricardo, the businessman €conomist, was aware of 

the possibilities of scientific progress in egriculture, his 
emphasis on the Malthusian principle of population and the in- 

tractable law. of diminishing returns in agriculture forced him 
| to infer that stationary state becomes inevitable in view of 
the increasing cost of subsistence involving a chain reaction 
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in the economy, It means tuat agriculture constitutes the 


cause of economic stagnation. Thus Ricardianism reversed the 
Ue } 


ohysiocratic optimisa and the doctrine of agricultural funda- 


aeatalism and projected the primacy of industrialism which 


has been asserting itselil by tacilitating economic growth in 
contemporary England. 

Even Adam Smith was not a dogmatic adherent of agricul- 
tural fundamentalism. He agreed that it was a serious mistake 
to retard commerce and industry for the benefit of agriculture. 
In U.SJA. Alexander Hamilton was the earliest and the most 
outspoken critic of the primacy of agriculture, In his famous 
“Report on Manufactures" which appeared in Decemper, 1791, 
Hamilton conceded that farming was of first importance, but 
that it should not be pushed to the exclusion of industry. He 
argued that there were some distinct advantages in employing 
labour in manufacturing and he held that agriculture would 
actually benefit from the development of industry. Hsmilton 
was one of the early promoters of the idea that agriculture 
and industry were mutually beneficial to each other and to the 
country. The advent of Industrial Revolution in England and 
its spread to other countries has established the superiority 
of industry over sgriculture, With its echo in the Ricardian 
political economy, it gave a decisive blow to the economic 
doctrine of agricultursl fundamentalism, Industrial Revolution 


has gone a long way to establish the eeonomic inferiority of 
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= : 
griculture, Nevertheless, Aericultura: tundementslisn 


survives in its Social, cultura) and political aspects. 
6, Frederic List 

Frederic List (1789-1846) was en erdent advocate of 
industrialization based on teriff protection. The impact 
of his doctrines is still quite dominant, although his monu- 
mental work, “The Netional System ot Political Economy” 
appears to be “very largely a tract for the times issued for 
the encouragement of the Gemany of List's day, "4 List's 
ideas were similar to those ot Hamilton. It is the conten- 

porary conditions and the industrial success of America end 
Germany that inspired him to advocate protection to facili- 
tate industrial development and revise Adam Smith's theory 
of Laissez-faire. 

According to List, manuiacturers were the most important 
of all the productive resources of a nation, because they 
develop the moral forces of a nation in a lasting way. For, 
“The spirit of striving for a steady increase in mental and 
bodily acquirements, ot emulation and of liberty, characte- 
rise a state devoted to manufacture and commerce, 
country devoted to mere raw agriculture, dullness of mind, 


awkwardness ot body, obstinate.adherence to old notions, 


eo oe 


4. Alexander Grey: "The Development of seonomic Doctrine", 
p.228, 
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customs, methods and processes; want of culture, of pros- 


perity, and of liberty orem” Industrialization promotes 


human capital “the sum total of human legacy as incorporated 


in our national tite" To quote hin, "The present state of 
the nations is the result of the accumulations ot all discove- 
ries, inventions, improvements, perrections, and exertions of 
all the geneations which have lived beiore us; they form the 
mental capital or the present human race, and every separate 
nation is productive only in the proportion in whicn it has 
known how to appropriate these attainments oI tormer genera- 
tions and ¢#8 increase them by its own acquirements." Manu- 


tactures and commerce promote knowledge, human capitel, the 


strength ot husan character and enhance productive powers. 


According to List, economic evolution takes place in rive 
stages. A country has to pass through tne tive stages of deve- 
lopment, namely barbarism, pastoral stage, agricultural manu- 
tacturing stage and agricultural-manufacturing-commercial 
stage. lList's main concern was with the last three stages. He 
advocated that a country should adopt such a policy which may 
help its development trom lower to a higher stage, b.6. ; from 
the purely agricultural to the agricultural menutacturing stage 


and then to the agricul tural-manutacturing-commercial stage, 


— TR es TT) EET ES CR Ooo ps 
LL ES a TE CY 


5, beees, Piezri 


151 
He believed that the agricultural stage was definitely infe- 
rior as compared to the next higher stages. He emphasized 
repeatedly that it is only with the prosperity ot manufac- 
turers, that navigations, intemal and external trade end 
agriculture flourish. A purely agricultural country cannot 
carry on the division of operations among its inhabitants and 
it may only be able to have hardly one-tenth of the material 
wealth which a perfect nation can produce. List was very 
Optimistic and he said that a Country which introduces 
manufactures at the proper time, agricultural and industrial 
productive power will help in promoting each other. He has 
' Compared a nation wholly dependent on agriculture with an 
individual who lacks one arm, He asserted that manufactures 
are “the offsprings and at the same time, the supporters and 
the nurses of science and arts," Industrielization speeds up 
the stages in economic evolution ani advances economic deve- 


lopment. 


Protection is a crucial weapon through which a nation 
Can reach a higher stage of development from a lowr stage. 
Although it is a panacea for several ills, it cannot be 
universally applied to every country and in every period to 
all the industries. The protection system can only be justitied 
when its aim ig to impart industrial education to a nation. 


Hence it is not applicable to a highly industrialized country. 
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It is only those nations which are facing competition at the 


hands of powerful industrial nations that can utilise it 

with advantage. "Phe reason for this is the same as that 

when a child or a boy is wrestling with a strong man can 
scarcely be victorious or even offer a steady resistance,” 
Protection shoulu not be extended to agriculture, for the 
agricultural prosperity itself depends on industrial prospe- 
rity, while the increase in prices of raw materials or food 
would prove detrimental to the development ot industry. Thus, 
List postulated the infant industry, infant country and 


discriminating industrial protection over a period of time. 


Hence, List was not a wholesale protectionist. Accord- 
ing to hin, a country must adopt free trade in the earlier 
stages, After achieving agricultural prosperity, a country 
must promote manufactures, fisheries, navigation and foréig 
trade by adorting a policy of tariff protection and in the 
last stage they may again go back to free trade, Free trade 
could exist only among equals. List was quite aware of the 
sacrifices involved in protection, He fully realised that a 
nation will have tc forego present advantages to ensure better 
future, Since the sacrifices are made good by several times, 


they are to be regarded 2s productive investment tor the whole 


nation, 
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(Ty Agpioul ture versus Industry in Underdeveroped Countries 

If it is a case of sheer econonic Comparison ot modem 
industry with traditional agriculture, the qualitative supe- 
riority ot industry over agriculture is quite clear. Industry® 
is associated with higner standani of living, economic pros- 
perity, higher level or per capita incoue, higher level ot 
productivity, better Skill, training, education and inventive- 
nésS, more stable and favourable terms o1 trade, better link- 
age ettects, and the most frequent source of leading sector 


and economic take-ortt. 


Although agriculture accounts for bulk of the employ- 
‘ment and national income in underdeveloped countries, it is 
associated with low per capits income. In advanced countries 
per capita income is approximately ten tines higher than the | 
per-capita income in the underdeveloped countries which account 
tor nearly two-thirds of global population, Poverty ot the 
world is maialy associated with low income derived from agri- 
culture, It means. that not only most of the people of the 
world are miserably poor, but also most of them eke out a 
meagre livelihood from agriculture. Thus poverty ard agricul- 


ture are so closely associated as to ‘he considered almost 


; inseparable sha 


,, "Entrepreneurship and Agricultural Development by 
i DE decor and. pp.86-91. - Indian Institute of Asian 


Studies, Bombay, 1966. 
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Phe economic interiority of agriculture prompted the 


developing economies to give higher priority tor the develop- 


nent or industry in their programmes ot planned aevelopment. 


Leavers in the underdeveloved countries immediately after the 
Second World War in the wake ot their getting independence 
aspired to obtain rapid industrial development tor achieving 
@conomie security, retrieving the old colonial inferiority and 
obtaining political security against imperialism. The feelings 
of colonial exploitation, arrested industrial development, 
economic inferiority of people as hewers of wood and drawers 

ot water have gone a long way to alter the pattern of priori- 
ties in favour ot large-scale industrialization in the under- 
developed countries, Consequently “agricultural tundamentalism 
hag had virtually no eppeal in weak and underdeveloped nations® 
during this current century. John H, Adler, Director ot the 
deonomic Development Institute ot the World Bank in his criti- 
cal review ot the Lessons ot development comments: “"One ot the 
reasons tor the neglect ot agriculture, and of misunaerstand- 
ing of the role which agricultural production must play in the 
development process, is that the leaders ot many underdeveloped 


countries undér-¢stimated the importance of agriculture and 


therefore tended to misunderstand the emphasis placed on it by 
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8, “Journal ot Farm Economics", Vol.XLIV, 1962, p.1225. 
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develLopme nt experts trom advanced Countries, Soe people in 
developing countries seemed even to resent this €mphasis as 
forming some sort of a Conspiracy to keep the unde rueveloped 
countries tied to their farms and plantations, leaving indus 
trial production to the more advanced countries, This is 


monsense, just as it is nonsense to think ot economic develop- 


ment simply as a process ot industrieligation."? 


8. Changing views 0 on the role of Agriculture in Economic 
Development i 


The programmes ot planned development in underéeveloped 
countries gave rise to the controversy, agriculture versus 
industry among the development economists, apart from the 
views held by lesders in those countries. Agriculture recei- 
ved increasing attem ion not only as regards the ways to in- 
crease farm productivity but also as regards its place in 
economic development involving institutional, structural and 


sectoral changes, 


During 19508 most of the development economists held 
that industrialization is essential for the rationalization of 


agriculture to shift the surplus rural manpower to the growing 


9, “The Fund and Bank Review: Finance and Development”, 
ne Vol. III No.3, September 1966, yp, 162. 


lopment" by Laurence W.Witt. 


10."Agriculture in Economic Deve 1965. 
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industry which plays the most dynamic role in economic develop- 


ment, Most of the underdeveloped countries, are considered to 
pe over-populated possessing about 25 percent of surplus man- 
power in agriculture where the marginal product is considered — 
to be zero. Hence the development economists argued that un- 
derdeveloped countries must embark upon a programme of rapid 
industrialization. Bconomists who subscribed to this line of 
thought include Leibenstein, Hirschman, Rosenstein Rodan, 
Gunnar Myrdal, Prebisch, Higgins and Mahalanobis. Although ; 
all ot them emphasized the growth of industry some of them have. 


also indicated the need to develop agricul ture, 


A second line of thought considered that agricultural 
daaite pean’ to prawice a reliable food surplus is a fundamental 
prerequisite fer dbonoite Gevelopment,. It was argued that 
several advanced countries like England and countries of Westem 
Burope had experienced agricultural revolution before the onset 
of industrial revolution. Consequéntly they had either domes- 
tic food surplus or easy access to food imports supported by 
the exports of manufactures as in the case of England. Russia 
had some initial food surplus, but having neglected further 
agricultural progress, now faced an important agricultural 


crisis in spite of its remarkable industrial development, 


Over-populated countries like China and India are a1 so 
forced to tace rood crisis tor neglecting agriculture, Communist 


shina >. - - attempted to solve the rood problem by drastic 
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measures at the Severe cost Of personal liberty, It reelised 
now the importance of achieving agricultural surplus. India 
without Solving the problem of food deficits embarked on indus- 
trialization tor which it has paid the price in terms ot acute 
food crisis and social unrest and it is now trying to give top 
priority tor tdod production since the Fourth Plan, The avai- 
lable experience of developed and developing countries proves 
that agricultural surplus over Consumption’ is a prerequisite 
for economic development, But achieving tood surplus is not 
development, There are several small East Asian countries with 
tood Surplus, but did not get industrialized or developed, 
Economists like Viner, Rostow, Goale, Hoover, Kuznets and 


Oshima advocated first priority for food production .in deve- 


lopment programmes of underdeveloped countries. 


A third view is that agriculture is an intimately inter- 
related seotor in the process of economic development, 
tect tee has a role to play, but so do other sectors like 
industry and commerce, Several factors caused concern about 
food and agriculture, The decline of agricultural ¢xports as 
a consequence ot increased domestic consumption, increasing 
foreign exchange gap in the wake oft development effort, a-cele- 
rated growth in population due to dramatic decline in death 
yate, increasing food deficits led to a tresh evaluation of the 


role of agriculture, 1.W.Schultz and Doreen Warriner have 
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repudiated their earlier acceptance of the notion of surplus . 


manpower and zero marginal product of agricultural labour, 


Schultz formulated that investment of new types of inputs are 


required both in agriculture and industry and treditional 


agriculture constitutes a great bottleneck for development 
effort. Other economists associated with balanced growth are 
Ragner Nurkse, Lewis, Nicholls, Johnston and Me lior-. It may 
be noted that balance is defined as a growth process in which 
demand- supply relation maintains a sustained balance without 
6itner intlationary or deflationary pressures, It means that 
domestic agriculture has to make a Significant effort to pro- 
duce the required quantity of foodgrains in namony with the 
growth of population and general economic development. Conse- 
quently the contribution ot domestic agriculture to economic 
growth may be neutral and it ny not acquit itself as a Lead 
5 seotor, It meets only one ot the required conditions of 


economic progress 


9. Population explosion and tood production 

Under-estimation of population growth and its food con- 
sumption needs led to the comparative neglect of agriculture 
in the past, Due to scientific and medical revolution, the 
death rate has been experiencing a dramatic tall in under-= 
developed countries during the post-war period, The United 
Nations estimated that the annual growth rate of the world 


population to be about 1.33% during 1950-1980. The recent 
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revised estimate shows that it has already reached the level 


of 2.0 percent per year by 1965 and it Constitutes an explo- 

11 
Slv@¢ growth rate, As birth rate is likely to be normal ly 
stable, and death rate Shows a tendency towards a rapid decline, 


the growth rate of population increases progressively, 


The United Nations medium level projections reveal that 
the population of the world which was 2960 million in 1940 will 
increase to 6360 million in 2000. It will go up by more than 
100 percent within a period of 40 years. It is also estimated 
that the food production which was about 470 million tons in 
1960 must rise to 1215 million tons to feed the population with 
@ per capita increase in consumption by about 20 percent. It 
means that the food production must increase by more than 170 


percent during the 40 years. 


Actually the agricultural situation is changing every 
year and generally it is not encouraging. The Director-General 
of Food and Agricultural Organisation in his foreword to “The 
State of Food and Agriculture 1966" categorically points out 
that “any remaining complacency about food and agriculture situ- 
ation must surely have been dispelied by the events ot the past 
year". For, in the year 1965-66, the world food production 
failed to rise, but the world's population increased by about 


\ 


70 million and most of the population growth is taking place in 


11. Refer “Commerce” Bombay, October 15, 1966. "Population 
' Explosion" by Dr, ).L.Narayana. 
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the underdeveloped countries. It implies that the human re- 


production is outstripping food production. Food situation 


is alarming for the deficit countries, as the scope for ready 


imports is gloomy. Until recently, the large stocks of grain 
accumulated since the early 1950's largely in North America. 
have provided a purfer against extreme emergencies to the food 
scarcity countries. The relief shipments have reduced the 
North American grain stocks to the lowest level since the 
Second World War. Indeed U.S.A. considers that stored supplies 
are below the "strategical ne nerge: Consequently U.S.A. is 
bringing back into cultivation lands which farmers were onc 
paid to leave untultivated. It is also revising its attitude 
towards the food aid creating lot of strain to the drought- 
ridden countries like India axsenien cleat acute famine and 


chronic hunger in certain parts of the country. 


As India's population is increasing by about 2,5 percent 
per year, it does not take more than 30 years to double its 
population, If the current trends of fertility and mortality 
are allowed to continue, India's population will be substantially 
more than 1000 million by the turn of the century creating 
colossal problem of feeding and clothing. 


The perspective planning in India has seriously under- 
estimated the rate of population growth, The First Five Year 
(Plan assumed a growth rate of 1.25 percent per year for the 


Second Blan period and 1,33 percent per year for the fhird Plan 
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period, The actual average growth rate during the 1951-61 


decade has been 2,2 percent, The second Plan projection esti- 


mated the Population ot India to be about 500 million in 
1975-76 by the end of the Firth Plen. ‘The actual population 
was more than 600 million. Thus, India's population growth 


is ahead by about ten years as against the plan projections. 


The population explosion meant greater demand for food- 
grains. As the local production is not adequate to meet the 
needs of population, India has been importing progressively 
increasing Quantity of toodgrains trom toreign countries in 
Spite of the expansion of the food production through plen 
efforts, India's net food imports increased from 4.8 million 
tonnes in 1951 to 5.13 million ae in 1960 and to about - 
7.45 million tonnes in 1965, Production ot roodgrains has in- 
deed gone up from 54.9 million tonnes in 1951 to 89.0 million 
tonnes in 1964-65 and 72.3 million tonnes in 1965-66, an un- 
usually bad year. While tnere has been substantial increase 
in food production during the 15 years of plaming it has been 
fluctuating and it falls short of the national requirements 
in view of increasing demand and rapidly growing population. 
Actually, India was tacing a grave food crisis which is also 
being experienced in other developing countries, India failed 
to achieve self-sufficiency in foodgrains in spite of the 
The experience ot the Third Five Year 


planned development, 
Plan amply proved, that unless there is selt-sufticiency in 
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; i politic 9 1% be 
rood grains, economic, social ene cotitical stability will 


in precarious balance as the recent events illustrated, 
L Cus Lr a. 


Rightly tie Fourtn Plan is striving to give. top priority to 


agriculture, Hence, the underdeveloped countries have to 


achieve seif-sutticiency in tood production by giving the nece: 


ssary priority taking into eccount the population explosion 
which is not a little source oi complication, Accordingly, 
underdeveloped countries have to empuasize balanced growth of 
agriculture and industry in the stretegy of their planning. 
"one ot the lessons of the events of the last 10 or 20 years 
is that economic development does not mean industrielization 
alone but demands an expansion of eericultural production and, 
many pikes things weil" '2, | Tne Indian experience postulates 
that unless its ftoou production increases at Least by @ mini- 
mum oi 5 percent annual cumuiative growth rate, selt-suifici- 
ency will not be within reacn, Thus, population explosion 
reiniorces the economic doctrine ot agriculturel fundementa- 


lism in underdeveloped countries to-day. 
10. Qver-Urbanization snd Unemployment 

Population explosion which crystallised in underdeveloped 
countries around 1950s in turn gave birth to the problem of 
rapid growth of work force seeking employmeut by 1970s The 
lag in the growth ot employment opportunities in the develop- 


ae a penal shal countries to cope Me with the 
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rapidly growing work force ana educated manpower postulated 
the emergence of serious unemployment problems raising basic 
questions as regards the Strategy ot development planning 
which emphasised Capital accumulation ana industrial growth 
as the means of successful €conomic development in the post- 
war period right up to 1960s. Modern industrial growth was 
expected to serve the domestic market and absorb the surplus 
rural manpower in the yrban economy. It was also expected to 
facilitate consiaerable achievement of e€conomic self-suffi- 
clency. Unfortunately, according to Todaro, "the failure of 
modern urban industries to generate a significant number of 
employment opportunities is one ot the most obvious failures. 
of the development effort over the past two decades,"'> me 
Third World Countries experienced rising urban unemployment 
ranging from 10 to 25 percent in the modern sector not only 
in the labour-surplus economies of India, Pakistan and Egypt 


but also in many African countries like Ghana, Zaire ana Kenya 
where population explosion was less visible, 

While manufacturing output increased at the rate ot 6 to 
10 percent, employment increased at a low rate of 1 to 3 per- 
cent per annum, Consequently the emerging unemployment prob- 


‘Lem in these developing countries with their social and 
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13, Micheal P.Vodaro; "Economics for a Developing World", 
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political implications are quite alarming in view of their 
population pressure, This type of unemployment crisis was 
relatively absent at the time of industrialization of either 
3ngland or Germany during nineteenth century. ‘The unskilled 
labourers released from rural areas gould find employment in 
labour-intensive industri¢s, Urbanization and industrializa- 
tion were synonymous and harmonious, This historical model 
is quite conspicuous by its absence in the developing countries 


during the later half of twentieth century on account of a 


higher rate of urbanization over the rate of industrialization. 


The underdevél oped countries are experiencing over- 
urbanization. In almost all the developing countries the 
percentage of population living in urban centres greatly 
exceeds the proportion engaged in manufacturing. For instance, 
the ratio of population living in towns of Brazil was 50 per- 
cent as against the employment of 18 percent engaged in manu- 
facturing industries. India had an urbanization rate of 24 
percent 4s against 11 percent engaged in secondary sector. 
Thus, ovéerurbanization represents spatial mal-distribution of 


population in favour of urban centres, 


The prime cause of over-urbanization is the accelerated 
rural-urban migration accounting for high rates of urban popu- 
lation growth. In many African cities, urban growth rates 
of 7 to 10 percent per annum are not uncommon and they are 


unlikely to decline in the coming decades, Sven in India, 


war, 165 


arb an growth rate ot population is more than double that of 
rural population growth for the Country as a whole, In the 
case of cities, the growth rates are tar higher confirming 


the international trend in the underdeveloped countries, 


Apart from the social and cultural factors, the economic 
background of the rural people explains the upward trend of 
the rural-urban migration in the underdeveloped countries 
where millions of people in villages are caught up in downward 
spiral of underemployment and underdevelopment Deterioration 
in rural conditions is quite visible in India, Indonesia and 
Atricen countries, Under the increasing pressure of popule- 
tion and work force in a situation of limited scope for exten- 
sive cultivation, cumulative sub-division and fragmentation 
of land dahon cultivation, the emergence oft private property, 
the rise of commercial agriculture, the spread of Green Revo- 
ution and the growth ot money-Lending in the LDCs contributed 
to the rise ot large land-owners on one side and the demise 
of small peasant proprietors and tne increase of landless 


agricultural proletariat on the other. 


The prime consequence of over-urbanization is increas- 
ing unemployment in the towns and cities which received 
impetus for growth under the development strategy followed in 
the Third World Countries as noted earlier. Growth in indus- 
trial employment did not keep pace with growth in industrial 
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output, Hence “it woulda be totally unrealistic to rely on 
accelerated industrial growth to solve the problems ot grow- 
ing unemployment, even if such growth could have a substan- 
tial labour-saving egagutar In view ot the high capital- 
intensity ot industrial euployment , urban job creation cannot | 
be an ettective solution for the urban unemployment problem, 
—— consists of a considerable proportion of the educated 
unemployed. "Indeed the emergence oz the phenomenon of the 
educated unemployed in many developing countries is calling 
into question the appropriateness of massive quantitative ex- 
oansion ot educational systems especially at the higher © 


levei."'? 


In the case of India, “the growtn rate of higher educa- 
tion in planning era is four times over the vrevious times, 
Ine seenario of higher education is one ot deteriorating 
quality, poor training and standarus, Universities produce 
human capital, Much investment has gone into the development 
of University education. Instead of turning out humen capitel 
they are training manpower without discipline and standard. 
The human capital appears to mé as human chaos, The starving 
graduate and starving post-graduate for the job of a postman 


are neither a good index of educational system nor of manpower 
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eR een nN eee seers 2 


167 


Planning. The quality of the human oapital varies over such 
a wide range that it is more a quantitative stock rather 


than qualitative manpower to monitor the work of development, "1° 


The unemployment problems in the urban and rural areas 
of underdeveloped countries are quite heterogenous and compli- 
cated, Their dimensions and diversities are quite challeng- 
ing. "The most fundamental and promising attack on employment 
problems in developing countries is in efforts to redress the 
present urban bias in development strategies,"!! It necessi- 
tates greater emphasis on rural development to arrest the up- 
ward trend of rural-urban migration. Change in the strategy 
of development planning may not go a long way to solve the 
diverse unemployment problems in the underdeveloped countries, 
unless the dimension of the planned attack on the unemployment 
problems is quite commensurate with tne size of the problems, 
A close examination of the situation reveals that the under- 
developed countries are in the grip of population explosion, 
work force explosion and unemployment explosion. Development 
strategy with industrial bias failed to alter the occupational 


structure in most of the developing economies which are experi 


encing stagnation. 


a A] . co, : Growth" 
; anag Population Growth and Sconomic wth, 
“a oe tla iat Address to the Indian Economic Association, 
67th Annual Conference held at Agra, January 1985, p.%. 
17. Edgar O.Edwerds: “Report on Employment in Developing 
Countries. 
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According to Gunnar Myraal, "for the next few decades- 


the time perspective for any realistic planning - agricul- 


ture in most underdeveloped countries must absorb by far 


the larger part of the expected rapid natural increase, in 


the first place the increase in the agricultural labour 


"18 


force, but also that in the national labour force, gt 2 


is in the agricultural sector that the battle of for long=- 


term economic development will be won or lost.” 


A detailed analysis of India's population explosion 
revealed that increasing size of population undermined its 
quality. Population explosion proved deleterious to human 
resource development in several ways. It induced stagna- 
tion in occupational structure without any systematic shift 
in favour of either secondary sector or tertiary sector. 

The proportion of juvenile population below 14 years in 
India increased from 39 percent in 1911 to 42 percent in 
1981. The dependency ratio or load in India is approximately 
double that of the advanced countries. One thousand self- 
supporting persons in India support 2,500 persons as against 
1,200 to 1,500 in advanced countries, Participation rate 


has declined in India from 48 percent in 1911 to 33 percent 


18, "The Challenge of World Poverty", - "A World Anti- 
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in 1981, The back-log ot educated unemployed increased 
from 2 lakhs in 1951 to 77 lakhs in 1981, ‘The dimension 
of literacy has increased from 16.7 percent in 1951 to 
36.0 percent in 1981, the number or literates in 1981 was 
239 million, which was more then the population of India 
in 1901, The number of illiteretes was 446 million which 
was more than the population of India in 1961, Similarly, 
the size of population above and below poverty line in 
India are increasing in avsolute numbers," !9 Hence, stabi- 
lisation of population is essential to facilitate the 
improvement in its quality and advance human resource deve- 


lopment in the developing economies, 


11, The Imperative of Rural Development 

Comparative neglect ot agriculture with a bias towards 
inueeigent in the urban industrial sector due to the empha- 
sis on rapid industrial development permeated development 
thinking during the 1950s and 1960s and even later, The 
share of total national investment allocated towards the 


agricultural sector in a Sample ot 18 LDCs was approximately 


12 percent even though agricultural output constituted almost 
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390 percent of their GNP and more than 60 percent of their 
total eabvounert.’° The inadequete priority for invest- 
ment in agriculture accounts for its relative poor perfor- 
mance in underdeveloped countries. Apart from the vest 
numbers engaged in the primary sector of underdeveloped 
countries, a vast majority almost 70 percent of the world's 
poorest people are also loceted in rural areas in subsis- 
tence agriculture, Their main concern is survival. As 
economic development eftorts have little impact on subsis- 
tence agriculture many hundreds of millions of farm people 
did not get an opportunity to participate in nationsl deve- 
loomental activities. According to the critical review of 
M.P.Todaro, “The core problems of widespread poverty, grow- 
ing inequality, rapid populeétion growth and rising unemp1oy- 
ment-all fina their origins in the stagnation ana often re- 


ual 


trogression of economic life in rural areas. If develop- 


ment is to take place and become self-sustaining, it’ will 
have to start in the rural areas in general and agricul tural 
sector in particular, "There can be no national development 


without rural development, “* 
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In great contrest to the rural development experience 


of the Third World Countries, China, which etfectively iso- 


lated itself from the rest ot the World since its 1949 Revo- 


lution has already successfully abolished absolute poverty, 
unemployment and inflationary pressure, the three problems 
which many underdeveloped Countries failed to solve. ‘The 
Chinese model of rural development based on commmes. differs 
radically from the models of rural development followed in 
several underdeve loped countries in Asia, Africa and Letin 
America, Its Unique spproach to rural development illus- 
trates the conquest of unemployment, poverty and inflation 
in a situation ot rapid population which has also been 
Successfully controlled by bringing down annual growth rete 
of population to about one percent as against 2% to 2.5% of 


the Third World Countries, 


Rapid rural development constitutes the bulwark for 
relief from rural unemployment and poverty tacilitating 
paaea rural-urban economic progress, According to Francis 
Ka Blanchard, Director General of the International Labour 
Organisation, “The main burden of development and employment 
creation have to be borne by the part of the economy in which 


agriculture is the predominant activity: that is the rural 


sector. a ee eee ee ae 
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12, Conclusion 
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The French Physiocracy originated the doctrine of agri- 


cultural fundamentalism by asserting the economic superiority 


ot agriculture against the economic philosophy of merceanti- 
lism. Adam Snith supported the doctrine without neglecting 
industry and commerce. Malthus postuleted food and agricul- 
ture ag crucial am controlling elements of the economy and 
society. As Physiocracy constituted a positive assertion of 
agricultural tundamentalisi, Malthusianisin amounts to a nege- 
tive exaltation of the same doctrine. Ricardian political 
economy, based on the twin pillairs of the law of diminish- 
ing returns and the Malthusian law of population, by tracing 
the inevitability of stationary state to the intractable 


agricultural economy and by advocating tree trade and repeal 


ot corn laws, undermined agricultural funaamentalism and 


supported the rising industrialism. The success of Inaustrial 


Revolution in England and its spread to various foreign coun- 
tries has established the superiority of modern industry over 


sericulture., 


According to Frederic List, who summed up the virtues 
ana advantages of manufacture$ ettectively, industrializa- 
tion utilises human capitel, promotes the strength of human 
character, enhances productivity and productive powers and 


speeds up the stage of economic evolution facilitating rapid 


XVI 


——— 


173 


Economic development, As inaustrielization of undeveloped 
countries is impossible in a world of tree trade exposing 
thein to severe competition in markets, he postulated the case 
for tariff protection of industries in terms ot infent 
andustry , infant industrial country and protection over a 
period of time. When the countries engaged in international 
trade are well-developed they can indulge in tree trade on 
equal terms. The impact ot List's protection doctrine and 


policy is still quite predominant. 


After the Second World War, several underdeveloped 
countries embarked on repid industr‘alization to alleviate 
their old colonial status, to obtain economic security and 
to aafeguard against.imperialism. Consequently agriculture 
suftered a comparative neglect in the schemes of planned 
development. But the recurring food rigs has tocussed 
attention on the importance ot agricultural development in 
relation to population growth and emphasized balanced growth 


ot industry and agriculture, 


Development eftort with industrial bias against situ- 
ation ot population explosion and work force explosion in 
Mit developed countries resulted in the emergence of over- 
urb&nization and serious unemployment problems. Inspite of 
the industrial strategy of development, occupational structure 


in the developing economics remained stagnant. Industrial 
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development tailed to generate adequate employment opportu- 
nities in view of its nigher capital intensity for the cre- 
ation ot jobs. Agricultural development has comparative 
advantage in the generation of employment appropriate to the 
rural work force. Tae serious unemployment problems of the 
aeveloping economies postulates bias tor rural development 

end moderation ot the development ot higher education. With- 
out rural development, tnere is no national aevelopment. 

While the tood crisis in the developing countries emphasi- 

ged the need for egricultural development, the problems of 
nacressing urban unemployment at rural underemployment postu- 
late srester emphasis on rural development, which may moderate 
rural-urban migration, Agricultural development constitutes 
the core of rupal development despite the aan a 


of their: problems. 
‘ 


Analysis of the views of development economists reveals 
three lines ot thought: (1) advocates of rapid industriali- 
zation, (2) advocates of agricultural development, and 
(3) advocates of balanced growth, The Sonbnté Situation of 
underdeveloped countries oostulates immediate emphasis on 
agriculture to achieve sustained self-suificiency in food- 
stutfs and rural development to tackle unemployment problems 
and ultimate concentration on industry for long-term economic 


development, The recent trends of population explosion and 
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work force explosion in unuerueveloped countries further 
asserted the need for agricultural development ana rural 
development for highest priority in 4evelopment planning. 
BW better balanced growth?* Strategy facilitates optimum 
rural-urban growth and economic growth in the underdeveloped 
Countries, Thus, population explosion has revived the old 
doctrine of agricultural funuamentelisn in the context of 
planning strategy for economic development in underdeveloped 


Countries, 


24. D.L. Narayana: "Entrepreneurship and Agricultural 
eee pp. 91-96. 


WL 


